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Public Service 


“THE founder of this company, as a young 

engineer, worked on the construction of 
the first steam-driven electric light system 
in America. That was in 1882. 


Many years of creative association with the 
electrical and other utility industries provide 
the unpurchasable experience guiding the 
operations of the Byllesby organization. 





It is natural that the public utility proper- 
ties under Byllesby direction show records 
of unusual success, and the securities offered 
by this organization have fully warranted 
the confidence of over 200,000 investors. 





“Scope and Service”, our new booklet giving a 
description and historical sketch of the Bvyllesby 
organization, now responsible for public service 
in more than 1,000 communities, will be sent 
upon request. Ask for booklet E H-337- 
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Pages with the Editor 





EvIpENCE is multiplying that not only is 
Pusiic Utimities FortNIGHTLY increasing in 
circulation, but that the subscribers are scan- 
ning it with closer attention. 

* * 


Most of this evidence is in the form of 
letters that reach the Editor—letters that 
contain comment on controversial points that 
are touched upon in the articles which are 
appearing in the magazine, and letters that 
ask questions. 

« * 

Some of these questions touch upon such 
fundamental points that more and more of 
the Editor’s time is engaged in answering 
them. 

x * 

On the assumption that some of these 
questions and answers are of interest to a 
large number of our readers, the Editor has 
selected several for publication. They will 
appear as a special feature in a coming issue 
of this magazine. 

» « 

In the last issue of Pusriic UTIities 
ForTNIGHTLY, the Editor reported his re- 
actions to his recent contacts with the Fed- 
eral Trade Commission—with specific refer- 
ence to its present inquiry into the public 
utility situation. 

* 

Ir is of interest, therefore, to get the Fed- 
eral Trade Commission’s views, and to learn 
at first-hand something about its history, 
plans, purposes and methods. 

* * 

Tue Editor has, therefore, invited Worthy 
P. Sterns, Ph.D. (University of Chicago, 1900), 
who has been connected with the work of the 
Bureau of Corporations and the Federal 
Trade Commission since their beginnings, and 
who has just retired from Government serv- 
ice, to tell our readers something about that 
active organization. And Dr. Sterns’ article 
is so interesting that the Editor will feature 
it in the forthcoming number—published 
March 2lst. 

* + 

THE item on page 253 (of this issue), 
“Utility Facts Worth Noting” carries much 
the same heading as a small feature that the 
Editor conducted in a small town newspaper 
—with the grudging consent and under. the 
highly caustic supervision of the publisher— 
when he was a small boy. 

. * 


THE department curled up and died, how- 
ever, when the department appeared on a 
memorable occasion with a heading that the 
Editor will always believe was an inspired 


VI 


typographical error. It read: “Facts Worth 
Nothing.” 
* * 

Out of the mail bag comes the following 
letter to the Editor—from one of the most 
influential public utility executives in the 
country, Mr. P. S. Arkwright, president of 
the Georgia Power Company: 

* * 


“THERE can be no question of the value 
of Pusiic Utimities FortNIGHTLy to the 
public utility industry and those interested 
in it. These fortnightly issues are read 
regularly by me and by the heads of the 
principal departments of this company, es- 
pecially the attorneys, sales department, and 
operating managers. Not only do we read 
these issues regularly but we keep them on 
file and consult them frequently. It is the 
only publication carrying a collection of 
decisicns on regulations of public utilities. 
It is essential for executives and principal 
department heads of public utilities to keep 
informed as to these decisions, and they are 
read generally by the managers and directing 
heads of public utility companies... .. 
There are other magazines relating to the 
industry, of course, some of which may be 
found on every desk; but regardless of the 
others that may be found there, the Pustic 
Utitities FortNIGHTLY is always found on 
the desks of executives and the principal 
heads of departments.” 

* * 

AnD if that is not evidence enough, here 
is another letter from an equally well-known 
executive—Mr. J. W. Lieb, vice-president 
and general manager of the New York Edi- 
son Company: 

* 

“Pustic UTiLitres ForRTNIGHTLY is con- 
sidered among the important publications 
for which we subscribe, and is read care- 
fully by our executives, department heads 
and attorneys, who find in it matters of 
great interest and importance to our indus- 
try. We heartily recommend your publica- 
tion to utility companies as a medium 
through which matters of particular impor- 
tance to them are presented in a concise 
yet complete form.” 

* * 

From Chairman Harvey H. Hannah, of the 
Railroad and Public Utilities Commission of 
Tennessee (to cite an authority among the 
State Commissioners) comes this slap—on the 
back: ; 

+ * 
“I wisH to congratulate you upon the 
Continued on page VIII) 
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PAGES WITH THE 





fact that you are giving the country a fort- 
nightly publication regarding the discussion 
of state regulation and allied topics which 
will be of very great interest and benefit 
to the state regulatory bodies throughout 
the Union.” 
* * 

From all of which the Editor infers that 
Pusiic Uririties FortNIGHTLY enjoys some- 
what the standing among public utility au- 
thorities as Mandy enjoyed with Rastus. 

* * 


“Rastus,” queried the lady, “does you love 
me?” 

“MANDY, you is one woman 
none other no better than.” 


* * 


I don’t like 


decisions - that affect 
public utility companies, the following are 
of special significance; (they may all be 
found in the “Public Utilities Reports” sec- 
tion of this issue of the magazine) : 

* * 


Amonc the recent 


THE issuance of notes for less than twelve 
months is in several jurisdictions exempted 
from the laws that require Commission con- 
sent before the issuance of securities. But 
the California Commission in the Fay Water 
Company case, (page 607), has presented to it 
the question whether such notes can be renewed 
without authority if the combined terms of 
the original notes and the renewal notes ex- 
ceed the period of twelve months, or if the 
renewal notes are issued more than twelve 
months after the date of issue of the orginal 
notes. 

* * 

ANOTHER controversy that involves de- 
posits by customers to secure the payment of 
bills has been settled by the New Jersey 
Board in Forseberg v. Plainfield Union 
Water Company, (page 610). The Board 
also tells how a consumer may establish his 
credit so as to secure the return of his de- 
posit. 

* * 

THE deposit question is again involved in 
Kintner v. Johnstown Telephone Company 
case, (page 613). The dispute arose when a 
telephone subscriber was required to deposit 
funds to insure payment of toll bills. 

* * 


THE agitation by a group of citizens for 
improved telegraph service met with failure 
in Re Richardson (page 616). The Arizona 
Commission did not consider the probability 
of revised activity in gold mining districts 
as sufficient to justify expenditures for im- 
proved facilities. 

* 

One of the reasons why Pustic UTILITIES 
ForTNIGHTLY is becoming of increasing im- 
portance in its field lies in the fact that an 
increasing number of such influential men 


are reading it—including many of the most 
important 
country. 


public utility executives in the 
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EDITOR (continued) 


ANOTHER reason lies in the fact that an 
increasing number of influential men are con- 
tributing to it. 

* * 

INDEED, many of the country’s foremost 
authorities on the subject of public utility 
management and regulation are now being 
numbered among our authors; they include 
not only business men of eminence but also 
men who stand at the top in the realms of 
public service, law, economics and other 
activities that are directiy and indirectly in- 
volved in our complicated public utilities’ 
problems. 

7 * 

In this issue which you are now reading, 
for example, appear articles from the follow- 
ing authorities: 

* * 

Pror. Harry GUNNISON Brown, professor 
of economics at the University of Missouri, 
and the author of several books—including 
“Transportation Rates and Exchange,” “Prin- 
ciples of Commerce,” “Economic Service and 
the Common Welfare,” “The Economics of 
Taxation,” and others. 

* * 

Henry R. Hayes, former president of the 
Investment Bankers Association of America, 
who has been actively engaged in finance 
since his graduation from Harvard in 1901, 
and is at present a director and officer in 
numerous large corporations—including, among 
others, such organizations as Stone & Web- 
ster, the Engineers Public Service Co., and 
the General Public Service Co. 

* * 


Epwarp A. FILENE, president of the fa- 
mous retail Boston establishment of Wm. 
Filene’s Sons Co., who is identified with so 
many associations of business men, and has 
been so actively engaged in the study of busi- 
ness problems and in public service work 
generally that nearly a column is required 
in “Who’s Who in America” merely to list 
the honors and the offices he holds. 

- * 

In this coming issue—out March 21st— 
this list will be augmented by such con- 
tributors as WILLIAM BUTTERWORTH, presi- 
dent of the Chamber of Commerce of the 
United States, Harotp E. West, Chairman 
of the Maryland Public Service Commission— 

* * 

But it is not possible in this limited space 
to do more than generalize concerning the 
caliber of our contributors or the timeliness 
and importance of the subjects on which they 
are writing. Suffice to say that they run the 
gamut from United States Senators to uni- 
versity professors (or vice versa, as you pre- 
fer); from big corporation heads, lawyers 
and bankers to State and Federal Commis- 
sioners, (also vice versa), and from profes- 
sional writers on economics, law, industrial 
management and finance down to 

—Tue Eprror. 
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Reminders of Sd ba ba Meedile Buous 
Utilities Almanac and pti 


Coming Events 











Té The first railroad passenger coach in the U. S. to be named was a gorgeous affair 
called “Dromedary,” used on the Baltimore and Ohio line, 1831. 


7 





F The suspension bridge was opened at Niagara, 1855. [Directors of Society for 
Electrical Development will mect in New York today, 1929. 





Se First complete sentence of speech was transmitted over a wire by ALEXANDER 
GRAHAM BELL to THOMAS A. WATSON, Boston, 1876. 





S A tremendous advance was made in the art of communication when GUGLIELMO 
MARCONI first sent a radio message a distance of four miles; 1897. 


10 





M The trail was blazed for transcontinental railroads by pioneers, headed by 8 


11 NATHANIEL WYETT, who left Boston for Oregon in schooners, 1832. 





Te THOMAS DAVENPORT, a Vermont blacksmith, originated the electric traction; 





y 
12 his first (unsuccessful) model was exhibited in Springfield, Mass., 1835. 
13 Ww U. S. Express Co. retired after 60 years of business as a result of parcels post 
competition and reduced rates ordered by Interstate Commerce Commission, 1914. 





T The world’s first electric light station was opened in Pearl Street, N. Y., by THOMAS 
A. EDISON, under the name of the Edison Electric Illuminating Co., 1881. 


14 





F First telephone exchange in Louisiana was opened at New Orleans, 1879. | Remem- 
ber your tax returns—due today! 


15 





16 Ss The electric light industry was given a wallop by the enactment of the Daylight 
Saving Law, 1918. Inland Waterways Commission was appointed, 1907. 





17 S An impetus is given to airplane transportation by the hop-off of four U. S. Army 
planes for its round-the-world flight, 1924. 





M First telephone exchange in N. Y. opened 1878. Railways originated in the > 
“tramways” in England, for conveying coal from the pits, 16th Century. 





T« The first important step taken in the development of the gas utilities was made by 
VON HELMONT of Brussels, whose experiments yielded “a wild spirit,” 1609. 


19 





20 Ww A strike of 40,000 tram and bus workers makes Londoners walk to work, 1924. 
[Spring begins today. 





The first railroad on the American Continent was incorporated under the name of 




















h 
21 t the Pennsylvania Railroad by the Legislature of Pennsylvania, 1823. | 


“The new business which attains pre-eminence in its field today is one that 


contributes new power and greater service to the public, not merely one 
which supplants a rival in doing what the rival did.”—Wavter S. GirForp. 
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HON. LESTER HOOKER 


Chairman of the Virginia State Corporation Commission 
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The PUBLIC UTILITIES AND THE PUBLIC 


, | \nE great radio audience will be 
interested in a bill introduced in 
the United States Senate on 

February 4 by Senator Hugo LaFay- 

ette Black of Alabama. The bill is 

aimed at radio broadcasting by public 
utility companies. 

Senator Black wants the Radio Act 
of 1927 amended so as to withhold 
permits for broadcasting by any pub- 
lic utility corporation or by any cor- 
poration any part of whose stock is 
owned by a public utility corporation 
or its officers. He would also stop 
broadcasting by any corporation that 
is affiliated with a public utility com- 
pany. The object is apparently to 
free the air entirely from public util- 
ity programs, or from broadcasting 
that may be even remotely connected 
with public utility companies. 

A statement by Mr. Caldwell, the 
attorney for the Radio Commission, 
on the subject of broadcasting by 
public utility companies, will be of 
some interest in this connection :— 


“The mere fact that a station is 
owned and operated directly or in- 
directly by a public utility is not, in 
the opinion of the Commission, a 
significant fact in the present state of 
affairs in the broadcast band. The 
great majority of broadcasting sta- 
tions are owned and operated for the 
purpose of advertising the businesses 
of those who control the stations. A 
public utility has as much right to 
engage in advertising as a hotel, dry- 
goods store, newspaper, or insurance 
company. There are a substantial 
number of stations now successfully 
operated by public utilities in the va- 
rious parts of the country, without 
any complaint reaching the Commis- 
sion that the facilities have been im- 
properly used. The Commission does 
not believe that there is any less rea- 
son for permitting a public utility to 
advertise by means of broadcasting 
than in the columns of newspapers 
and magazines, and no one has sug- 
gested that this was either ultra vires 
or against public policy.” 


Senator Black does not expect that 
his bill to abolish broadcasting by 
public utility companies will be acted 


227 





PUBLIC UTILITIES FORTNIGHTLY 


upon at the present session of Con- 
gress ; he is merely preparing the way 
for future discussion and action. 

If Congress could enact a valid law 
of this kind it would have some sur- 
prising consequences. Not only would 
such stations as WBAL in Baltimore, 
Maryland; WEEI, Boston, Massa- 
chusetts; WENR, Chicago, Illinois; 
WTAM, Cleveland, Ohio; WTBO, 
Cumberland, Maryland; WFBM, In- 
dianapolis, Indiana; and other sta- 
tions operated by utility companies be 
affected, but possibly the great sta- 
tions operated by the Radio Corpora- 
tion of America. The Radio Cor- 
poration sends code messages for pay, 
and this activity is regarded as a pub- 
lic utility. Some persons think that 
radio broadcasting is itself public 
utility service. If so, a radio broad- 
casting station would be a_ public 


utility, and consequently all broad- 
casting would be prohibited. Of 
course Senator Black does not intend 
to prevent broadcasting altogether, 
and the chances are that broadcasting 
would not be interpreted as a public 
utility service within the meaning of 
the proposed law. 

The most interesting question pre- 
sented by the proposal to enact such 
a law, however, is whether Congress 
has any power to do so. This is an 
attempt to prohibit free speech over 
the air, by denying the right to a 
specified class of individuals. It is 
hard to believe that such a thing 
would even be attempted in America. 
We would be very much astonished if 
it could be done. Irrespective of the 
Constitutional provision covering the 
subject, we do not believe the people 
would tolerate it. 


A Novel Method of Establishing State-Wide Promotional 


Domestic Rates 


\ \ 7uAT this country needs, to para- 
phrase the famous remark of 


the late Vice-President Thomas R. 
Marshall, appears to be “a good 5- 
cent kilowatt hour.”” This is needed 
for the house-owner who cares to take 
advantage of the countless number of 
heavy-duty appliances on the market 
today. In step with the national agi- 
tation for promotional rates to stimu- 
late consumption through the creation 
of attractive rates for such appliances, 
the Georgia Commission has an- 
nounced one of the most sweeping re- 
visions of this character. 

Due to rather fortunate local con- 
ditions, Georgia is in a position to 
have equal and uniform domestic 
rates over the entire state. This has 


been brought about by the merging of 
electric properties into an inseparably 
connected system in urban and inter- 
urban communities alike. The Com- 
mission has ruled that this situation 
removes the justification of lower 
rates to large populous centers as 
compared with thinly populated com- 
munities. The same schedule of resi- 
dential rates was applied to all such 
customers alike throughout the state. 
The aims and purposes of the new 
Georgia schedule are very modern. 
The details of the rates are very sim- 
ple and will probably serve as a model 
for other Commissions in the future. 

About the most important feature 
of the new rate is the service charge 
which is calculated to defray fhe cost 
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of distribution regardless of use of 
current. For meters of ten amperes 
or less the service charge is $1.11 a 
month; for meters over ten amperes 
the service charge will be $2.22 plus 
the service charge, plus an energy 
charge of 5.55 cents for the first 50 


The Price 


"germany economic considerations 
seem to be playing more of a 
part in the deliberations of the Com- 
missions every day. It is a serious 
and important problem—the adjust- 
ment of the fundamental industries 
in the states. The latest solution of 
this problem comes from the Utah 
Commission. 

For years an interesting and deli- 
cate situation has prevailed in the 
state of Utah. Soft coal mining is 
probably one of the greatest indus- 
tries of the state. The total expense 
of coal mining operations for the year 
1927 in Utah was $8,599,764.95. The 
annual output of the mines is approxi- 
mately five million tons. Small towns 
and communities have grown up and 
large business industries established, 
mainly dependent for their existence 
and future growth upon the coal min- 
ing industry. Farming in eastern 
Utah is largely dependent on the coal 
camps of Carbon county for the 
marketing of their products. Fifty- 
four per cent of the freight handled 
by the Denver & Rio Grande Western 
Railroad Company, operating its main 
line between Denver and Salt Lake 
City consists of coal and the company 
has expended approximately $15,- 
000,000 or more in tracks and equip- 
ment for the exclusive use of coal 


kilowatt hours a month, 3.33 cents for 
the next 150 kilowatt hours a month, 
and 2.22 cents for all over 200 kilo- 
watt hours a month. Clearly this 
should encourage use of appliances. 


om Georgia Power Co. No. 16865, Dec. 22, 


of Progress 


traffic over its various steam roads. 

Now here is the problem. Before 
the Utah Commission, in the face of 
this gigantic coal industry, there were 
recent applications made for permis- 
sion to serve natural gas for all pur- 
poses in a certain section of the state. 
The territory proposed to be served 
with natural gas contained within its 
confines approximately one-half of 
the population of the entire state. The 
use of raw coal as a fuel is rendering 
living conditions in the thickly popu- 
lated centers of Utah almost intoler- 
able, especially so in the cities of Salt 
Lake and Ogden. The smoke clouds 
in these cities at times becomes a gen- 
eral nuisance and it is a serious mat- 
ter for the health of the people. For 
years there has been a concerted 
effort to do away with these condi- 
tions with no apparent result. Ob- 
viously relief is not to be obtained 
without the change from raw coal to 
a smokeless fuel of some kind. 

The Utah Commission after: re- 
quiring the applicant to submit to its 
jurisdiction for the control of local 
distributing plants and to make con- 
tracts safeguarding the future reason- 
ableness of rates granted the authority 
sought. There was some evidence 
that the local coal could be so treated 
as to produce a smokeless fuel. The 
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Commission stated that it had ne 
reason to doubt but that such results 
might be accomplished in the future, 
but the difficulty was said to lie in the 
fact that the smokeless fuel was an 
absolute necessity at the time and that 
none was available for general use at 
a reasonable price except natural gas. 
The Commission further stated: 


“The introduction of natural gas 
into Utah, to be used as a fuel for 
all purposes, and the consequential 
displacement of Utah coal as a uni- 
versal fuel, will of necessity be at- 
tended with some economic disturb- 
ances and result for a time at least in 
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financial losses to the private interests 
engaged in the well established coal 
producing industry. Such is always 
the price of progress, to be paid in 
passing from the old to new and bet- 
ter things. Magnanimously, the coal 
producers of this state have come 
into the open and stated to this Com- 
mission and for the benefit of the 
record in this case, that they are not 
opposed to the introduction of nat- 
ural gas into Utah, if it be found that 
its use will benefit the public and 
promote the general welfare of the 
state.” 


Business is not always selfish. 


Re Ogden Gas Co., Cases Nos. 1060, 1061, 
1066. 


Objects to the Serenade of Railway Wheels 


M ADISON Maginn lives in Chicago 
near the tracks of the Chicago 
Rapid Transit Company. Apparently 
Mr. Maginn likes to sleep, and sleep 
soundly, but the noises emanating 
from the wheels of the railway coach- 
es have seriously interfered with the 
rest and peace of mind of Mr. Ma- 
ginn. He felt so deeply about the 
subject that he investigated and found 
that there was in existence a patent 
car wheel cf such a type and style as 
would eliminate all excessive and un- 
necessary noises. Mr. Maginn com- 
plained to the Illinois Commission, 
charging that the clamor of the pass- 
ing cars was a great inconvenience to 
the general public and tended to injure 
the health and interfere with the com- 
fort of all persons residing in, or 
engaged in business in, the vicinity of 


* 


the tracks. Just another one of Chi- 
cago’s “rackets.” 

The Commission felt that it did not 
have jurisdiction to compel the com- 
pany to install the type of car wheel 
which alone would meet the standard 
asked by the complainant. The opin- 
ion states: 


“It further appears to the Commis- 
sion that the general trend of the 
decisions of the courts has been that 
the regulatory bodies of the respec- 
tive states do not have the power to 
act upon those things which appear 
to be entirely within the discretion of 
the managing officers or the Boards 
of Directors of the respective public 
utilities and that the Commissions are 
acting beyond their jurisdiction, if 
an effort is made to substitute them- 
selves for such boards of directors.” 


Maginn v. Chicago Rapid Transit Co., No. 
14125. 


The Legal Rights of Foreign Owners of Public Utility Stocks 


M r. Bernardo, who used to run a 
bus line between Red Bluff and 
Chico and intermediate points, has 


asked the California Commission for 
authority to sell the business to the 
Southern Pacific Transport Company. 
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A competing bus line objected to the 
transfer on the ground that the capi- 
tal stock of the purchasing company 
was held almost entirely by a foreign 
corporation. It was argued that since 
such a foreign corporation could not 
itself be granted authority, that any 
attempt by the parent company to 


« 
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operate stages by indirection to its 
subsidiary was unlawful. The Com- 
mission failed to take this view of the 
situation, and refused to disregard 
the corporate entity of the local com- 
pany. The transfer was permitted. 


Re Bernardo, Decision No. 20459, Appli- 
cation No. 14974. 


The Revocation of Consent by Town Council Is Unlawful 


| Rips August the New Jersey Board 
approved the application of the 
Public Service Transportation Com- 
pany in New Jersey to operate seven 
busses between and including Secau- 
cus and Weehawken. Shortly after, 
the town council of the town of Se- 
caucus decided that it did not like the 
kind of service proposed and passed 
a resolution revoking and rescinding 
the municipal consent, which had been 
previously given by it to the company. 
When the Board heard about this, it 
held the revocation by the town coun- 


cil as unlawful whereupon the whole 
matter was appealed to the supreme 
court of New Jersey. The supreme 
court decided that the New Jersey 
Board was right in holding the action 
of the town council unlawful. In 
view of the fact that it was done with- 
out notice and hearing and without 
the approval of the Board as required 
by the law of that state. This will 
insure stability of local commerce. 


Hudson County Bus Owners’ Asso. vw. 
Public Utility Comm’rs, No. 262, — N. J. 
—, 143 Atl. 755. 


Selective Stop Plan Disapproved 


a novel plan by the citi- 
zens and other users of the East 
Washington street car line of the 
Indianapolis Street Railway Company 
has been disapproved by Commis- 
sioner Ellis of the Indiana Commis- 
sion. It appears that service on the 
East Washington street line should 
be speeded up, and the plan was to 
apportion the cars running along that 
route as nearly as possible into three 
equal groups. Each car in any group 
was to be marked with a separate 
emblem on the front and side, such as 
a red diamond for the first group, a 
green oblong for the second group, 
and a black circle for the third group. 
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Then, a post at each stop along the 
route was to be marked with one of 
such emblems in exact rotation. Ac- 
cording to this plan in order for any 
one to get off at a stop marked by 
any one of these emblems, he should 
board a car marked with that em- 
blem, but he might board a car bear- 
ing either of the other emblems and 
get off one stop either west or east of 
his own stop. For the convenience 
of strangers the plan proposed that a 
map of the line showing the allocation 
of the emblems to the respective street 
crossings should be placed at each 
stop. Commissioner Ellis was of the 
opinion that this plan would result in 



















submit, within a specified time, an 
ordinary skip-stop plan for operation 






: ihe Porto Rico Public Service 
Commission issued an order last 
spring to the South Porto Rico Sugar 
Company to appear and show cause 
why its franchise to take 20,000,000 
gallons of water daily from Lake 
Guanica for irrigation, and for the 
construction and operation of a pri- 
vate railroad over quasi public land, 
should not be cancelled. The com- 
pany refused to appear at the hear- 
ings but instead filed a bill seeking 
an injunction from the United States 
District Court. The application was 
dismissed. Upon appeal to the Cir- 
cuit Court of Appeals the lower court 
decision was affirmed. Circuit Judge 
Anderson observing that an “order 
to show cause” by the Commission did 
not warrant injunctive relief at that 
point, even assuming that the Porto 






'y the central part of the city of 
Boston three railroads have a 
separate terminal. The New York, 
New Haven & Hartford Railroad 
Company maintains a station on Dart- 
mouth street called the Back Bay sta- 
tion. The Boston & Albany Railroad 
leased by the New York Central each 
maintain a station near the Back Bay 
station called the Trinity Place and 
Huntington avenue stations respec- 
tively. Last April the Back Bay sta- 
tion was destroyed by fire, whereupon 
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confusion rather than speeding up the 
service, and ordered the company to 





* 


Limitations of the Powers of the Porto Rican Commission 


No New Union Station for Boston 
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on the East Washington line of the 
Indianapolis Street Railway Co. 


Karns v. Indianapolis Street R. Co. No. 
9500. 


Rican Commission did not have the 
authority to cancel the franchise. It 
was argued that when Congress re- 
served to itself the right to cancel 
and appeal such franchises and to an- 
nul Porto Rican laws, that the local 
Commission was thereupon left with- 
out jurisdiction, but the Federal 
Court decided that such reservation 
of powers by Congress did not neces- 
sarily preclude the jurisdiction of the 
Commission, and it was pointed out 
that the failure of Congress to dis- 
approve of Porto Rican legislation 
under which the Commission was act- 
ing after being officially informed of 
it had some tendency to show Con- 
gressional approval of the policies 
adopted by the local government. 


South Porto Rico Sugar Co. v. Munoz, 


No. 2271, 28 F. (2d) 820. 





the mayor of the city filed a petition 
asking the Massachusetts Department 
to order the railroads to construct and 
maintain a single union station in- 
stead of permitting the reconstruction 
of the old Back Bay station. The 
Department after weighing the rela- 
tive convenience that would accrue to 
the general public from a union sta- 
tion as compared with the consider- 
able expense decided that a union sta- 
tion at this time would be unneces- 
sary. It was pointed out that the new 
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Back Bay station would be built in 
such a manner as to admit an expan- 
sion into a union terminal at any fu- 


ture time with very little additional 
expense. 
Re Mayor of Boston, D. P. U. 3312. 


The Legal Ethics of Permitting Local Courts 
to Decide Local Issues 


CASE went to the Federal Court 

from the Galveston district a 
few weeks ago; it involved a point in 
dispute between the city and the 
Texas Cities Gas Company. In a 
footnote to the opinion (which was 
against the company), this statement 
appears : 


“The judges of the several Dis- 
tricts Courts of Galveston county, 
having recused themselves on account 
of being prospective users of natural 
gas, and the entire Galveston Bar be- 
ing likewise subject to the same dis- 
qualification, the attorneys for the 
relator and respondent agreed upon 
Mr. W. S. Hunt of the Houston Bar 


to try the case as Special Judge.” 


This shows how judges and lawyers 
look upon the ethics of deciding ques- 
tions in which they have a personal 
interest. 

It is different with some of our 
local authorities. There has been, at 
times, a spirited controversy over the 
question whether public utilities 
should be regulated locally or by State 
Commissions. The city officials often 
stand for what they term “home 
rule,” making a strong appeal to local 
pride. They talk a good deal about 
the desirability of having all strictly 
home matters handled by the home 
folks. There is always a certain 
amount of resentment to outside 
“rule.” 

But the function of the State Com- 
mission is not to “rule,” but to decide 


justly between the utilities and their 
customers. 

That is where this little Texas in- 
cident comes in. The judges and 
lawyers did not think it proper to de- 
cide a tase in which they had a per- 
sonal interest. 

That is one reason why it is better 
to have a State Commission rather 
than the local authorities decide con- 
troversies between utilities and their 
customers. The local authorities 
ought not to have the power to decide 
questions in which they are personally 
interested. 

There can be no doubt but that the 
local officers are directly concerned in 
the outcome of disputes between the 
utilities and their patrons. They are 
probably themselves patrons. Sup- 
pose a rate question is put up to a city 
council; every member of that body 
is probably a ratepayer. If the rates 
are increased, this will affect to some 
extent the pocketbooks of the mem- 
bers of the council. Even if it is a 
simple service question, it may touch 
them personally. They would be in 
precisely the same situation as were 
the judges and the members of the bar 
of Galveston in the city’s controversy 
with the gas company. 

No honest man wants to sit in 
judgment on his own case. The rate- 
payers would not like to have a dis- 
pute between themselves and a utility 
corporation decided by the board of 
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directors of the company. It would 
be just as unfair to the company to 
have the controversy decided by the 
board of directors of the ratepayers; 
that is to say, by the common coun- 
cil of the city. 


If we have to have umpires to de- 
cide disputes, we feel a little better 
about it if the umpires have no pcr- 
sonal interest in the controversy. 
Lawyers and judges regard this as a 
point of honor. 


Who Really Pays the Taxes Levied on a 
Public Utility Company? 


N a short story, “The Gray Road,” 

a gray-haired woman, in express- 

ing joy to her husband over their 

prospect of at last becoming the own- 

ers of a home of their own after long 
years of renting, says: 


“Just think! We don’t owe a cent 
in the world and we won’t have to 
pay any more rent; and a week from 
tonight we will be eating supper in 
our own, our very own house.” 

“But taxes, mother. Don’t forget 
that there will be taxes.” 

“That is different,” replied the 
gray-haired woman; “when we pay 
taxes we are helping to support our 
country, but rent—that just goes to 
some one else.” 


This is just a bit of fiction to be 
sure, but nevertheless a true picture 
of the popular belief about taxes and 
rent. Many persons think they es- 
cape taxation by paying rent. They 
take little interest in high taxes be- 
cause they think it is the landlord 
who pays them. The gray-haired 
wife reminds her husband that during 
all the years they had been paying 
rent they had not been supporting the 


government. She thought it was the 
landlord who did that. But, it was 
they and not the landlord, who had 
paid the taxes on the house they had 
lived in. 

The same sort of thinking permits 
taxes to be imposed with impunity on 
the customers of utility companies, 
who believe it is the companies and 
not the consumers who are paying 
them. Utility company customers 
have often been an inviting source 
of tax revenue, because they are not 
likely to complain so long as the tax 
is levied in the name of the company. 
The higher a franchise tax, for ex- 
ample, the better utility customers as 
a whole seem to enjoy paying it. 

Some day, when more attention is 
paid in the schools to elementary 
principles of taxation, the attitude of 
rate payers toward taxes that are 
ostensibly levied against their com- 
panies, may be different. 

The landlord and the utility com- 
pany are usually tax collectors, not 
tax payers. The burden is always 
passed on to the ratepayer. 


A Public Utility Company Abandons Its Test 
Case against Rate Reduction 


A NNOUNCEMENT has been made of 
the withdrawal of court pro- 
ceedings by the Cambridge Electric 


Light Company, to test the validity 
of a decision of the Massachusetts 
Department of Public Utilities in 
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cutting the maximum rate for electric 
current from 8 cents to 5$ cents a 
kilowatt-hour. The Worcester Elec- 
tric Light Company has a similar case 
which has attracted nation-wide at- 
tention. There is a rumor that this 
case may also be discontinued. 

The popular view of this litigation 
is that the suits were brought to settle 
the question whether a utility com- 
pany is entitled to earn a return on 
the value of the property, rather than 
upon the prudent investment in it. 
The cases were undoubtedly brought, 
however, not to settle that question, 
but to obtain what the companies be- 
lieved to be the benefit of the value 
rule—a rule which has long been es- 
tablished. 

The prudent investment versus 
value question can be said to be un- 
settled only on the assumption that 


the supreme court may reverse itself 
on that matter. 

The Massachusetts Department, 
following these appeals from its de- 
cisions, proposed legislation requiring 
utility companies in that state to en- 
ter into a contractual relation with the 
Commonwealth, waiving their rights 
under the value rule established by 
the supreme court. If, as a result 
of the withdrawal of these cases from 
the Federal Courts, the bills are al- 
lowed to die, a very interesting and 
important legal question, which was 
sure to emerge as the result of fa- 
vorable legislative action on the De- 
partment’s recommendation, will re- 
main undecided ; that is, the power of 
a state, by legislation of the kind sug- 
gested, to avoid the rule of constitu- 
tional law as to confiscation of prop- 
erty in the regulation of its utilities. 


The Last of the Coin-in-the-Slot Gas Meters 


HE old picturesque quarter-in- 

the-slot gas meter seems destined 
to follow the horse car into oblivion. 
The Georgia Commission has sounded 
the death knell of such meters in that 
state after considerable comment on 
its shortcomings. The Commission 
said : 


“Another class of service, if not 
out of date, is fast becoming so, is 
the service provided through prepay 
meters. This is one of the most ex- 
pensive gas services rendered the 
public. That is, it is expensive to 
the consuming public, because of ex- 
tra and useless cost in performing the 
service which in the end must be 
borne by the public. Five years ago 
there were approximately 13,000 pre- 
pay meters in use by the gas consum- 
ing public in Atlanta. Today there 


are less than 4,000 prepay meters in 
use. It is impossible to continue gas 
service through prepay meters, if the 
rates herein provided for are to be 
applied without discrimination, unless 
an arbitrarily high flat rate should be 
fixed for this class of service, which 
would not be satisfactory, neither 
would it work for economy for those 
desiring such service. If the prepay 
meters were to be continued, under 
the new rates, it would result in the 
small users of this service receiving 
gas for less than actual cost, result- 
ing in rank discrimination. To the 
extent that such discrimination would 
be reflected in the cost of the service 
to the larger consumers, it would 
mean that those of the larger con- 
sumers would have to pay a loss sus- 
tained on the prepay meter customers. 
It, therefore, follows that it is im- 
peratively necessary that all prepay 
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meters be displaced by the company 
as speedily as possible, straight me- 
ters being substituted therefor, the 
cost of all which shall be borne by 
the company, without the right on 
the part of the company to require 
the usual deposit against loss. This 
is necessary if the gas consuming 
public throughout the territory served 
by the company, as a whole, are to be 
put on absolute equality, hence the 
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necessity of ordering the removal of 
all prepay meters.” 


The elimination of discriminatory 
rates, especially if in favor of small 
consumers, has been a difficult task, 
but in the case of these prepay meters 
it seems to have been accomplished, 
at least in Georgia. 

Re Georgia Power Co. File No. 16866. 


Discrimination Against Unfriendly Customers 


HE Colorado Central Power 

Company has a rule that requires 
a deposit of $10 for new business 
customers in order to secure payment 
of future bills. 

It appears that in the town of 
Platteville, there was a business part- 
nership known as Ottinger and Ben- 
nett operating a pool hall. Not long 
ago Mr. Bennett desired to withdraw 
from the firm and it was up to Mr. 
Ottinger to secure a new contract 
with the company. The company 
asked the regular deposit of $10 be- 
cause Ottinger was a new customer 
on its books. 

Mr. Ottinger failed to see why he 
should deposit $10 for the privilege 


of continuing electric service to his 
pool hall and told the company so. 
The district manager for the com- 
pany, on the other hand, failed to be 
impressed with the financial responsi- 
bility of Mr. Ottinger and required 
not only $10 but $24 on an estimated 
90-day bill “because of the apparent 
antagonism which Ottinger bore to 
the company.” 

The Colorado Commission 
posed of the complaint by ruling that, 
while the deposit of $10 was properly 
required, the demand for an addi- 
tional sum was an unreasonable dis- 
crimination against Mr. Ottinger. 


dis- 


Ottinger v. Colorado Central Power Co. 
Case No. 368, Decision No. 2018. 


A State Commission Asks Federal Authorities Not to Interfere 


Ser Public Service Commission 
of West Virginia has filed a 
memorandum with the Federal Power 
Commission informing it of the grant 
by the former of authority to the 
New-Kanawha Power Company with 
respect to the proposed development 
of the hydroelectric power on the 
New river between Hawks Nest and 
Gauley Junction. The memorandum 
pointed out that the waters to be af- 
fected were of themselves not naviga- 
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ble and that the proposed development 
would not affect the navigability of 
any other stream used and useful in 
intrastate, interstate, or foreign com- 
merce. The West Virginia Commis- 
sion respectfully urged that full faith 
and credit be accorded this exercise 
of state jurisdiction and requested the 
Federal Commission not to under- 
take to assume jurisdiction over the 
project. 


Re New-Kanawha Power Co. 
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“PRESENT COSTS” 


The economic reasons for emphasizing this important factor when making 
valuations of public utilities’ plants—an item on which 
the regulation of rates is based. 


By HARRY GUNNISON BROWN 
PROFESSOR OF ECONOMICS, UNIVERSITY OF MISSOURI 


VER since the regulation of pub- 
k lic utility rates was first seri- 

ously attempted, the problem 
of public utility valuation has been a 
vital one. 

If valuation is, just at present, even 
more than usually a subject of con- 
troversy, this is because of the recent 
great changes in the average of prices 
or (otherwise expressed), the great 
changes in the purchasing power of 
the dollar. These changes have led 
to sharp clashes of interest. For 
when dollars are becoming constantly 
more valuable (increasing in pur- 
chasing power), the public which 
patronizes the public utilities, very 
naturally feels that fewer of these 
more valuable dollars should suffice 
for public utility security owners and 
that rates should be reduced. Yet the 
security owners hope for just as many 
dollars income on their property de- 
spite the greater value of each dol- 
lar. 

On the other hand, when dollars 
become of greatly less value (as dur- 
ing and immediately after the World 
War), the patrons of the utilities are 
inclined to feel that security owners 
should nevertheless be satisfied with 


no more dollars than before and that 
rates should be kept down; while the 
security owners insistently urge rate 
readjustment on the basis of the new 
conditions. 


T° the various jockeyings for posi- 
tion in this controversy, one old, 
conservative contention seems to 
have been, at least temporarily, aban- 
doned, 7. e.; the contention that 
charges should not be regulated so as 
to yield less than the current per cent 
return measured on a market value 
of securities, when the securities are 
high in value just because charges for 
service have been exorbitant. The 
contention amounted to the claim that 
charges must be permitted high 
enough always to avoid lowering the 
salable value of securities, that be- 
cause the public have been compelled 
to pay unreasonably high rates in 
the past and are paying unreason- 
ably high rates now, and security 
values have changed hands on this 
expectation, therefore, it is reason- 
able and essential that the rates re- 
main high. This is really a doc- 
trine of “vested rights,” the last 
recourse of the defenders of slav- 
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ery and all other evil economic insti- 
tutions. 

Without denying that circum- 
stances may sometimes make desira- 
ble a bit of gradualness in the process 
of reform, we may still contend that 
much is gained when “vested rights” 
in the maintenance of exploiting con- 
ditions cease to be taken too seriously. 


HE controversy at present before 

the public is between two views 
of valuation, which may be called, 
roughly, the “prudent-investment 
theory” and the “reproduction-minus- 
depreciation - and - obsolescence _the- 
ory.” 

Adherents of the prudent-invest- 
ment theory believe in valuation on 
the basis of construction cost at the 
time the plant of a utility actually 
was constructed. But they are not 
willing to be guided solely by the his- 
torical evidence as to how much actu- 
ally was spent to construct the elec- 
tric light or gas plant, railroad, or 
street-car company. For, it is 
claimed, money may have been ex- 
pended in construction improperly or 
with inexcusable unwisdom. The 
formula is, therefore, “the amount 
actually, honestly, and prudently in- 
vested.” With the qualifications here 
indicated, however, and with due al- 
lowance for depreciation, the em- 
phasis is wholly upon actual construc- 
tion cost in dollars regardless of what 
the dollars are now worth. 

Thus (to assume an extreme case), 
if the United States should indulge 
in such paper money inflation as did 
certain European countries during 
and just after the World War, so that 
(say) prices should rise ten million 
fold and $100,000 be required to buy 
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a pencil or a piece of candy such as 
now sells for a cent, the advocates of 
the prudent-investment basis would, 
if consistent, have to argue for rates 
yielding about the same return in dol- 


lars as before. They would have to 
argue, for example, that the earnings 
of an e'ectric lighting system which 
cost $1'+,000,000 to build when prices 
were iow, should yield to its owners 
only some $500,000 or $700,000, hav- 
ing a purchasing power, compared to 
the former money value, of only 5 or 
7 cents! 


O* the other hand, the view of 
those who stress reproduction 
cost needs, also, some explanation. 
The advocates of this view do not 
contend that a railway or other plant 
should be valued at what it would 
now cost to duplicate, precisely, that 
plant. The plant may be greatly de- 
preciated. The equipment to be val- 
ued may be largely obsolete. What is 
contended is, rather, that the rates 
permitted should be high enough to 
allow a reasonable per cent return on 
what it would now cost to construct 
a plant capable of rendering the de- 
sired service. Such rates should, of 
course, permit the maintenance of a 
reserve for depreciation and obsoles- 
cence. But a company which has 
maintained no such reserve and which 
has permitted its plant to become ob- 
solete and which, because of the high 
cost of operating a depreciated and 
obsolete plant, cannot make a good in- 
come on rates which would be other- 
wise reasonable, ought not, for any 
such reason, to be allowed to charge 
rates any higher. With these qualifi- 
cations, this view of valuation is 
based almost altogether on present 
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cost,* on cost of reproduction. In 
this view, a rise in the dollar cost of 
plant construction, due to cheapening 
of the dollar, would lead to a higher 
valuation of plant in terms of dollars 
and the privilege of earning a return 
on that higher value. Likewise, a fall 
in the dollar cost of plant construc- 
tion would inevitably lead to a lower 
valuation of plant in terms of dollars 
and a regulation of charges so as to 
yield a reasonable return (assuming 
reasonably efficient operation, and 
not, of course, a guaranteed return) 
on such lower value. 
Which view is the right one? 


HE second has, at least, the merit 

of approximating the conditions 
in those industries subject to compe- 
tition. 

If I have built a shoe factory sev- 
eral years ago and a process of infla- 
tion has caused prices to rise ten-fold, 
the fact that I built when prices were 
low will not compel me to accept a 
low price for the shoes. All new 
competitors must build on the basis 
of the present price level. None of 
them will build except on the expec- 
tation of reasonable returns on the 
present cost of construction. If re- 
turns are less, possible new competi- 
tors will presumably stay out. Mean- 
while, the increased money in circu- 
lation will express itself in a demand 





* Obviously, the principle must be applied 
in a common-sense manner. Thus, if gas 
mains and water pipes can as well be laid 
underground before roads and sidewalks are 
concreted, they are not to be valued, the day 
after the sidewalks are done, at what it 
would then cost to tear up the concrete (if 
directly over the mains), lay the mains, and 
restore the concrete. It is impossible, in this 
short article, to meet every trifling sugges- 
tion or to discuss every kind of borderline 
case. 


that favors high prices of shoes as of 
other things. 

But if, on the other hand, prices, 
including construction costs, have 
greatly fallen since I built my factory, 
I cannot expect to keep charging a 
high price for my shoes. Would-be 
competitors can build factories on the 
new and lower price level. If shoe 
prices should be yielding exceptionally 
large returns in relation to present 
construction costs, a rush of compe- 
tition would probably soon bring 
these returns down to the current rate 
on present, as distinguished from the 
higher past construction costs. 


A= all, it might be asked, why 
do we undertake to regulate the 
rates of the public service industries? 
Is it not that we wish regulation to 
do for us, in these industries, what 
competition does for us in others? 
If so, what better plan is there than 
to see to it that public service indus- 
tries be allowed rates which will pro- 
duce no larger per cent average profits 
and no smaller per cent profits than 
do such other industries, reckoned on 
the basis of present construction costs 
on which, in competitive industries, 
competition makes the latters’ earn- 
ings depend? 

But let us look at the problem not 
merely as a matter of consistency; 
let us look at it from the viewpoint 
of probable consequences. And first 
let us look at it from the point of view 
of the burden of utility rates on the 
rate-paying public. 

When prices in general have dou- 
bled; when manufacturers, on the 
average, are getting twice as much 
per unit of output; when mine opera- 
tors, lumbermen, laborers, and others 
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Two Theories of Valuation— 


1. The “Repropuction Costs” theory: 


The advocates of this theory of public utility valuation contend 
that the rates permitted should be high enough to allow a reason- 
able per cent of return on the money that would now be required 
to construct a plant capable of rendering the desired service; they 
do NOT contend that the plant should be valued at what would 
now be needed to duplicate the plant precisely. 


2. The ““PRuDENT INVESTMENT” theory: 


The advocates of this theory believe in a valuation on the basis 
of construction cost at the time the plant of a public utility was 
actually built; they do NOT contend, however, that these costs 
should include improper expenditures for construction or money 
spent unwisely or with inexcusable prodigality. 





oe elite! 


are receiving twice as much for the 
goods and labor they sell; when real 
estate owners are securing doubled 
rents, and similarly for persons in 
various other ventures, then doubled 
rates for gas, electric light, water and 
transportation are really not a heavier 
burden to the public than lower rates 
were when prices in general were 
lower. 

A 10-cent trolley-car fare to work, 
paid by a laborer whose wages are 
$10 a day, requires no more time for 
him to earn than a 5-cent fare when 
wages are $5. A rate of 30 cents a 
bushel to carry wheat from farm to 
market, when wheat is $1.40 per 
bushel, requires no larger per cent of 
the crop to pay for transportation 
than does a rate of 15 cents when 
wheat is selling at 75 cents a bushel. 

Not only is it true, then, that, with 
doubled prices, it takes twice as many 
dollars as before to give utility own- 
ers the same income measured in real 
purchasing power, but it is also true 
that twice as many dollars constitute, 
in such circumstances, not one whit 
greater burden on the public. 
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gen there is a_ tremendously 
strong popular movement, at the 
present time, when prices are a good 
deal above the pre-war level, in favor 
of basing rates for all utilities con- 
structed before the war, on valuations 
at pre-war prices. And persons who 
think of themselves as “liberals,’’ at 
least the most vocal among them, ap- 
pear largely to support this move- 
ment. 

Although there seems to have been, 
in this matter, a fairly complete 
change of front by the group calling 
itself “liberal” or “progressive,” since 
pre-war days, let us not, on that ac- 
count, question the sincerity and in- 
tent to be consistent, of this group. 
Let us assume, rather, that all those 
who are now insisting on actual pru- 
dent investment in dollars, would con- 
sistently hold the same view if prices 
were to fall greatly or if they had 
fallen instead of rising. For although 
there is growing advocacy of meas- 
ures for price-level stabilization, there 
is as yet no certainty that any effec- 
tive measures looking to that end will 
be adopted. And if they are not, it 

















is entirely possible that the next few 
decades will see such a lowering of 
average prices as marked the three 
decades following the civil war. In- 
deed, there might conceivably be a 
more prolonged and more rapid fall 
of prices. 

What if our so-called “liberals” 
should succeed by the force of propa- 
ganda, of political pressure, and of 
“educating” the courts, in establish- 
ing “prudent investment” as the ac- 
cepted basis of valuation? 

It is important to consider this 
possibility, for an implied understand- 
ing that valuation should be on the 
basis of historical cost rather than 
contemporary cost, in order that pres- 
ent rates should be kept down not- 
withstanding the small burden in- 
volved in higher rates when prices in 
general are high, might turn out to 
be, for the consuming public, a most 
unfortunate understanding. 


Bese these circumstances, then, 
let prices begin to fall, as I have 
above suggested that they might and 
as not a few economists, particularly 
in Europe, fear that they will.* New 
utilities are constructed in growing 
towns, at present price levels. Valua- 
tions are fixed at those price levels. 
After fifteen or twenty years have 
passed it would be possible to con- 
struct new plants at much lower cost. 
Yet towns, cities, and states are to be 
estopped from either constructing or 
allowing to be constructed such new 
plants or from fixing rates charged 
by existing plants on the level at 
which new plants could profitably 





*See an article by Lionel D. Edie on 
“An International Viewpoint on Commodity 
Prices—Long —— in Prospect,” in The 
Annalist, Nov. 16, 8. 
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supply the service to their customers. 

Thus, should prices fall greatly in 
the next thirty years, a city in which 
public service plants are now being 
installed at present price levels would 
then be at a disadvantage as com- 
pared with new and rival cities which 
could base rates on the then lower 
construction costs. Thus, the latter 
cities would perhaps grow at the ex- 
pense of the former, even though the 
former should have somewhat better 
natural advantages. This would in- 
volve, obviously, economic waste. 
The former cities might lose some of 
their industries, even though natural- 
ly better adapted for them, because of 
higher rates for light, power, etc., and 
this just because these cities were al- 
ready provided with light and power 
plants! 


6 hero too, would be partially 
throttled. Traffic between two 
cities, which was well able to pay 
more than its moving costs, including 
current per cent returns on contem- 
porary cost of railway construction, 
and more, might nevertheless, in 
many cases, be prevented and the ad- 
vantages of geographical specializa- 
tion be lost, because of the insistence 
on rates to yield a return on an ear- 
lier and higher cost.* 

Meanwhile, with the general price 
level falling and with incomes gen- 
erally lower, public service rates cal- 
culated to yield the same incomes as 
before to utility security owners 
would be a relatively heavy burden on 
the consuming public. 





*For the higher rates, even though pre- 
venting a great deal—not all—of traffic, 
might yet yield profitable returns on the ear- 
lier and higher cost when the lower rates 
would not yield so much. 
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Shall we adopt a principle of rate 
making according to which we pre- 
vent proportionate increases of rates 
when, with rising prices, the real bur- 
den on the public would not thereby 
be increased, and according to which, 
therefore, the public fails to secure 
proportionate decreases of _ rates 
when, with falling prices, the permit- 
ted high rates must become a pro- 
gressively heavier real burden? If we 
could really free our minds from the 
passion and prejudice of current 
clashing interests, with their con- 
comitant charges and counter charges, 
and look at the matter solely from 
the viewpoint of intelligent, long-run 
public policy, would not such a princi- 
ple of rate making seem to us hope- 
lessly inept ? 


l,i now we are told that public 
utility rates must not be reduced 
proportionately when general prices 
fall, because the relations between 
bondholders and_ stockholders are 
such that the latter would suffer a 
disproportionate reduction of incomes 
and might be wiped out through 
bankruptcy. 

To illustrate : 

A utility (say a railroad or a power 
and distributing plant) is constructed 
at a cost of $200,000,000 of which 
half is raised by the sale of bonds 
and half by the sale of stock. The 
bond interest is 5 per cent. The earn- 
ings of the company on the entire 
$200,000,000 are 6 per cent, or $12,- 
000,000, leaving a return, after the 
bondholders have received _ their 
agreed interest of 7 per cent on the 
$100,000,000 capital stock. 

But the general price level falls one 
half and utility rates are lowered in 
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the same degree. The bondholders 
will still receive their $5,000,000 per 
year although, with prices halved, 
this means a doubling in their real in- 
come measured in goods. The stock- 
holders, however, since the yield has 
been reduced from $12,000,000 to 
$6,000,000 and since $5,000,000 must 
go to the bondholders who have a 
prior claim, now receive only $1,000,- 
000 a year instead of the previous 
$7,000,000. 

It is easy to see that any considera- 
ble further fall of prices and of rates 
would lead to bankruptcy and receiv- 
ership. Reorganization might then 
wipe out the debt or a part of it and 
give control to those who had been 
bondholders. 


A* this is true enough,—and 
doubtless bad enough. But it 
is not confined to the public service 
industries. 

When the quantity of circulating 
medium decreases in relation to busi- 
ness (perhaps merely fails to keep up 
with increasing business), the aver- 
age of prices normally falls in com- 
petitive industries. The public sim- 
ply cannot buy goods, in the volume 
offered, except as prices do fall, and 
competition forces them downward. 
At such times, bondholders of indus- 
tries generally, and not merely of reg- 
ulated industries, profit at the expense 
of stockholders, lenders at the ex- 
pense of borrowers. 

Thus, for example, is explained, in 
large part, the discontent of Ameri- 
can farmers during the decades from 
1865 to 1896, when, with falling 
prices, their debts were so hard to 
pay; while the lenders were receiving 
money of greater purchasing power 
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than the money they had lent. With 
prices falling, the bondholders or 
mortgage holders of competitive in- 
dustries also, receive a disproportion- 
ate part of the industries’ total in- 
come and in these industries too, 
bankruptcies and foreclosures are 
common. 

Shall we, when prices in general 
fall, put our public utility stockhold- 
ers in a preferred position as com- 
pared with stockholders of other in- 
dustries and as compared to mort- 
gaged farmers, mortgage-burdened 
home-owning workmen and others? 

Shall we compel these latter groups 
to pay rates for public service, high 
enough to yield the ordinary per cent 
return on the original investment in 
public utilities, when their own in- 
comes, on the average, are reduced 
about in proportion to the fall in the 
price level and when it would be 
possible to construct anew the plants 
of these utilities at a cost low enough 
to justify correspondingly low rates 
for their service? 

How largely shall we be thus gov- 
erned by a “dead hand” of the values 
of a past generation? 


HE truth is that we have here an 
evil—the evil of a fluctuating 
average of prices, which is general in 
its nature. Its consequences apply 
not alone to the public service indus- 
tries. To relieve of its effects the 
stockholders of these industries, while 
their bondholders continue to profit 
therefrom with the increasing pur- 
chasing power of their receipts, would 
be to impose upon the rest of the 
public a burden which might well be 
regarded as unfair. 
What is needed, for all industries, 


is a policy of so stabilizing our mone- 
tary and banking system as to obviate, 
for all time, these extreme changes 
in the purchasing power of the dollar. 
When will those who selfishly seek 
relief for their own special groups at 
the expense of others, whether 
through tariff favors, government- 
aided dumping abroad of “surplus” 
crops so as to make the domestic sup- 
ply scarce and the domestic price 
high, or partiality towards public util- 
ity stockholders or towards patrons— 
when will all these get together, un- 
selfishly and sanely, on a general rem- 
edy for a general economic sickness? 


B™ suppose the price level greatly 
rises as, since pre-war days, it 
has done. May it not then be argued 
that a proportionate rise in rates is 
unnecessary, on the ground that the 
returns to bondholders are fixed any- 
how, by contract, so that no matter 
how much rates go up the bondhold- 
ers will receive only the same number 
of dollars as before and a smaller 
purchasing power, and on the ground 
that, in these circumstances, a less 
than proportionate rise of rates will 
secure to stockholders an adequate in- 
come? 

Indeed, just this argument is nowa- 
days sometimes advanced. But here, 
also, it can be pointed out that in com- 
petitive industries we find the same 
evil so far as bondholders are con- 
cerned, viz., that when prices rise 
bondholders receive no more money 
and thus really lose in terms of goods, 
while stockholders gain at their ex- 
pense. 

Why try to hold the stockholders 
of public utilities alone, to a specially 
limited return, when the rates charged 
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are not unreasonable and when the 


stockholders are not profiting at the 
expense of the users of the service 
but rather at the expense of their 
own companies’ bondholders? It is 
these bondholders, in this situation, 
and not the consuming public, who 
are really entitled to relief. Why not 
remedy the real evil, if any remedy is 
to be found, and not, while ignoring 
it, fuss and fume about the interests 
of a group of people who are not be- 
ing exploited? 

Why not, at any rate, get together 
on a plan of price-level stabilization 
which will prevent the recurrence of 
present evils? 


-_. there is a most seri- 
ous difficulty in any plan to keep 
down rates so as to provide only the 
fixed return to bondholders plus a so- 
called “fair’’ return on the present 
value of stockholders’ original pro- 
portionate investment. 

To illustrate : 

Suppose there are two competing 
railway lines, each built at an original 
cost of $200,000,000. In the case of 
one, bondholders contributed $150,- 
000,000 of the total and stockholders 
$50,000,000. In the case of the other, 
there are no bondholders at all. 
Prices then double. 

Shall we permit, for road A, only 
the agreed return to the bondholders, 
say 5 per cent or $7,500,000, plus a 
return to the stockholders on twice 
the $50,000,000 originally contributed 
by them, say 6 per cent of $100,000,- 
000 or $6,000,000, making a total to 
security owners of $13,500,000? 

And shall we then permit a return 
in the case of the other railroad, in 
which the stockholders put the entire 
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$200,000,000, of (say) 6 per cent on 
$400,000,000 or $24,000,000 a year? 

If so, and if the two railroads serve 
the same places, by what legerdemain 
shall all this be managed? 

Even the present recapture clause, 
which is, in the writer’s opinion, of 
most doubtful wisdom, does not at- 
tempt so difficult and complicated a 
task as this, and certainly to try to 
accomyp!ish a solution by rate regula- 
tion would be preposterous. 


a= if the stockholders of a 
railroad or other public utility 
company, such as the one where they 
were supposed to put in $50,000,000 
as compared with the bondholders’ 
$150,000,000 and where, prices hav- 
ing doubled, reproduction cost will be 
$400,000,000—if these stockholders 
know that they are to be permitted a 
rate to yield the bondholders’ interest 
plus a return to the stockholders on 
$100,000,000 but on no more, have 
the stockholders any adequate motive 
for keeping up the value of the entire 
plant, as prices double, above the al- 
lowed total valuation of $250,000,- 
000 ?* 


_ let us return to the proposal 
that rates be based on “prudent 
investment,’ on what construction 
costs have been in the past. Such an 
arrangement may involve some awk- 


*But if, say through some intricate sys- 
tem of taxation or some not-yet-projected 
system of “recapture,” it should seem de- 
sirabie and feasible to take from stockhold- 
ers a large slice of their gains from bond- 
holders due to rising prices, while yet mak- 
ing no compensation for stockholders’ losses 
should prices fall; there would appear to be 
equally good reason for taxing bondholders’ 
gains at stockholders’ expense during falling 
prices, consequent on and measured by the 
increased purchasing power of the bondhold- 
ers’ interest. 





















ward consequences not yet consid- 
ered in our discussion. 

Let ‘us suppose that a single rail- 
road has been constructed, some years 
back, between cities A and B. These 
cities, along with some of the inter- 
mediate towns, grow and thrive. The 
traffic becomes too great for this rail- 
road to handle. Meanwhile, however, 
prices have risen 100 per cent and 
the dollar cost of construction of new 
plant is doubled. 

If rates between A and B are to be 
kept at a level to make returns only 
on the old valuation, no new con- 
struction will be profitable and traffic 
will be stifled for lack of trackage 


facilities. If, then, all the freight of- 
fered cannot be handled, which 
freight and whose freight shall be 
preferred? 


What shippers. shall be discriminat- 
ed against? Will not the specially 
privileged shippers derive an unrea- 
sonable and monopoly profit? 

If a new railroad line should be 
constructed by a somewhat different 
route, but yet largely competitive with 
the first, on the promise that the sec- 
ond might charge rates yielding a re- 
turn on contemporary cost, while yet 
the first railroad was allowed only a 
return on past cost, the shippers over 
the first (which could not carry all 
the traffic) would profit unfairly by 
comparison with those who must ship 
over the second. 


HAT escape is there from evils 

like these, unless large emphasis 
is given, in valuation for rate-making 
purposes, to a consideration of what 
it would contemporaneously cost to 
construct a plant capable of rendering 
the desired service? 
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But how about the unearned incre- 
ment of land values? 

Often enough the enjoyment of 
such an increment is made an argu- 
ment in favor of holding down the 
rates of railroads. Yet the case for 
regulation along this line is far from 
convincing. For not only is such 
regulation an uneconomic discrimina- 
tion against the railroads—or other 
public service industries—but it fails 
to deal in any very satisfactory way 
with the very problem of the. un- 
earned increment itself.* It is an 
uneconomic discrimination against’ 
the railroads because it says, in effect; 
that if land is used for agriculture, 
forestry, merchandizing, manufactur- 
ing, or mining, or, even, is held out of 
use altogether, an unearned increment 
may be enjoyed by the owners; vet 
if the land is used for railroad right 
of way and terminals, such an incre- 
ment shall not be enjoyed. Such a 
policy might easily operate, by caus- 
ing people to prefer the other aid 
favored uses of land, in the direction 
of retarding needed development of 
railway or other public utility serv- 
ice. And, in any case, the policy 
would give only a small part of the 
unearned increment of the land of the 
country to favored groups of persons, 
and not to the public generally. 


HE situation rent of land, as dis- 
tinguished from the return on 
man-made improvements, is not a 
product of individual energy and 
thrift. It is, indeed, an income in- 
dividually unearned, due rather to 





* For a more extended discussion of this 
problem and, indeed, of several problems 
considered in this paper, see the author’s 
book, Economic Science and the Common 
Welfare, 4th edition, Columbia, Mo. (Lucas 
Brothers), 1929, Part I, Chapter VII. 
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community growth and development. 
To take it, or most of it, in taxation 
to supply public needs, and corre- 
spondingly to relieve enterprise and 
thrift from tax burdens, would be 
highly desirable. Such a policy would 
not involve, as present taxes largely 
do, a considerable penalty on enter- 
prise and on thrift. If the annual 
rental value of railway land (for ex- 
ample) were thus largely appropri- 
ated for public purposes, along with 
the situation rent of other land, this 
would not discourage railroad build- 
ing. The railroads, and the other 
public utilities, have tremendous in- 
vestments in improvements. Though 
the value of their sites and rights-of- 
way were heavily taxed, this might 
and, in many cases, would mean a real 
reduction in their taxes if accompa- 
nied by removal of taxes on their 
structures, equipment, and other such 
capital. 

That an income not due to enter- 
prise, effort, and capital construction 
should bear the heavier tax burden 
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rather than incomes which are so due, 
would seem reasonable enough from 
the viewpoint of all constructive busi- 
ness, if we would but free ourselves 
from our hide-bound conservatism. 
And a general understanding of this 
matter of community-produced land 
or site values, along with a determi- 
nation to more nearly stabilize our 
general price level, would do a great 
deal to make more sane the discussion 
of the complicated problem of public 
utility rates. 

To prevent a discrimination against 
the public utilities, which springs 
from popular confusion and igno- 
rance in the matter of these two 
needed general reforms, perhaps no 
group of persons should have a keener 
interest concerning the promotion of 
a popular understanding of them than 
the owners of public utility securities. 
Yet how many of these owners, in- 
stinctively and irrationally conserva- 
tive, are found always on the anti 
side of sane progressive economic 
legislation ! 





Business Regards a 
“National Water Power Policy” 


| the next number of Pusiic UTILITIES Fort- 
NIGHTLY—out March 21st—the president of the 
Chamber of Commerce of the United States, Mr. Wil- 
liam Butterworth, tells how the business men of this 
country are approaching this problem which is becom- 
ing of increasing moment to our industries as a whole, 
and which has a very direct bearing upon the future 


of public utility enterprises. 
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Remarkable Remarks 





A woman passenger in a 
crowded street car. 


We GS En 5.50 


Martin J. INSULL 
President, Middle West 
Utilities Company. 


WILLIAM A. PRENDERGAST 
Chairman, Public Service Com- 
mission of New York. 


Joun F. Gitcurist 
Vice-president, the Commonwealth 
Edison Company, Chicago. 


Owen D. YouncG 
Chairman of the Board, General 
Electric Company. 





Tuomas A. Epison 
Inventor. 





Watter M. Harrison 
President, American Society of 
Newspaper Editors. 


Cot. Georce T. BuckINGHAM 
Vice-president, Illinois Power and 
Light Corporation. 


“I wish that good-looking man would give me his 
seat.” (Five men got up.) 


“There may have been water once in utility stocks. 
There was water in the early railroads, too. But it has 
all been squeezed out.” 


a 


“The municipal administrators who are fighting the 
utilities in many cases are overlooking obvious facts be- 
cause they are looking out for their own personal am- 
bitions.” 


sd 


“Telling the public what electrical and other utility 
services will do for the people of the country, and tell- 
ing them continuously, is as much a part of the service 
which should be rendered by public utilities as the actual 
supplying to electricity, gas, or transportation.” 


sa 


“From the standpoint of the community we could bet- 
ter afford to buy private lots on Fifth avenue and raze 
the buildings for parking spaces rather than have our 
streets cluttered as they now are in the congested com- 
munities of the country.” 


v 


“By no stretch of the imagination can the inhabitants 
of Rhode Island, Massachusetts, Connecticut, New Jer- 
sey, Ohio, Indiana, Delaware, Maryland, Florida, Mis- 
sissippi, or Louisiana, for example, enjoy any material 
advantage from water power because these states pos- 
sess no undeveloped water powers of any consequence.” 


Sd 


“There are probably 14,000,000 utility customers, in- 
vestors and employes in the United States. Activities of 
these groups, the facts about the business units are 
legitimate news which editors are looking for.” 


* 
“Tt does not make the slightest difference in practice 
whether every share in a corporation votes, or whether 


only a few shares at the pyramid top vote. The result 
is exactly the same.” 
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Tom P. WALKER 
Vice-president, the Virginia Elec- 
tric and Power Company. 


RussELL KENT 
President, National Press Club, 
Washington, D. C. 


Witiam E. Borau 
United States Senator from Idaho. 


James J. Davis 
U. S. Secretary of Labor 


MatTTHEw S. SLOAN 
President, the New York 
Edison Company. 


Henry L. MENCKEN 
Editor, “The American Mercury.” 


Girrorp PINcHOT 
Ex-Governor of Pennsylvania, 
(in referring to the Federal 
Trade Commission’s investiga- 
tion of the utility companies). 


Purp H. GApspEN 
Vice-president, the United Gas 
Improvement Company. 
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“The streets originally were dedicated for the pur- 
pose of allowing persons and vehicles to travel con- 
veniently between distant parts of the city. Now we 
find at least half and sometimes more than half of our 
most valuable downtown city arteries used only as 
garages for temporarily abandoned automobiles.” 


¥ 


“Wealth in this country is getting to be quite re- 
spectable.” 


Aa 


“Tt is a sound rule that the government should not 
undertake to do what the citizen can do equally well or 
better for himself. It is very generally recognized as 
a wise rule that the interests of society are best served 
by leaving the use and control of property to the initia- 
tive, judgment, and discretion of the owner.” 


. 


“I do not believe the people of this country are op- 
posed to consolidations of business when these consoli- 
dations have for their purpose the elimination of waste, 
of costly competitive selling agencies, of unnecessary 
overhead—all of which eventually come out of the 
pocket of the consumer.” 


> 


“The electrical generating stations of the country 
have a capacity of approximately 33 million horse power. 
That is equivalent to the work of 350 million men.” 


° 


“The streets belong to the busy man, not the lazy and 
luxurious few. It seems as insane to allow parking on 
main thoroughfares as it would be to permit people to 
keep lions in their back yards.” 


* 


“Tt can, if it will, ascertain and tell the people in 
detail exactly how much water they are paying inter- 
est on when they pay their electric bills, and out of 
just how many hundreds of millions they are being 
mulcted each year in unjust rates.” 


* 


“Digging in the ruins of ancient Carthage, explorers 
found the claim of a Punic advertiser that ‘our lamps 
are the best made in Carthage.’ ” 
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A manufacturer of electrical 
apparatus 


A. Bourke Cocoran 
Manager, the Electric Associa- 
tion of Chicago. 


P. O. Knicut, Jr. 
Lawyer. 


Joun T. SPRAGUE 
An English commentator 
(in 1883). 


Pror. SyLvANUS P. THOMPSON 
A London economist (in 1883). 


James F. PoLiarp 
Of the Pacific Coast Gas 
Association. 


Rosert Cowle 
President of the American Rail- 
way Express Company. 


Paut S. CLapp 
Managing Director of the Na- 
tional Electric Light 
Association. 


Mer_in H. AYLESwoRTH 
President, the National Broad- 
casting Company. 


“Anyone who does the work that a little electric motor 
can do is working for three cents an hour” 


* 


“Ten per cent of all passengers carried on the electric 
railroads of the United States are carried within this 
comparatively small (Chicago) area.” 


¥ 


“Florida invites capital into the state and protects it 
after it is invested, instead of tomahawking and butch- 
ering it.” 


> 


“Neither Mr. Edison nor anyone else can ever ride 
the well-known laws of nature, and when he is made 
to say that the same wire which brings you light will 
also bring you power and heat, there is no difficulty in 
seeing that more is promised than can possibly be per- 
formed. The talk about cooking food by heat derived 
from electricity is absurd.” 


¥ 


“I think that any system of electric lighting depend- 
ing on incandescence will utterly fail from an economic 
point of view and will be the more uneconomic the 
more the light is subdivided.” 


> 


“I believe that public utility companies not only can 
afford to pay better wages than any other type of busi- 
ness, but they cannot afford to do otherwise, because 
they must have the services of intelligent, self-reliant 
men and women of character, and that kind of men 
and women can and do command good wages.” 


a 


“In forty-eight years I have seldom issued an order.” 


> 


“The people of this country use as much electrical 
energy as all the rest of the world combined.” 


“There is just as much difference between that form 
of regulation of, say, the telephone company and the 
National Broadcasting Company as there would be be- 
tween the regulation of rates of newspapers and maga- 
zines and railroads.” 
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14 POINTS— 


On the Effect of Commission Regulation on the 
Values of Public Utility Securities, as 
Viewed by a Banker* 

By HENRY R. HAYES 


FORMER PRESIDENT OF THE INVESTMENT BANKERS’ ASSOCIATION OF AMERICA; 
VICE-PRESIDENT, STONE & WEBSTER AND BLODGETT, INC. 


1. The charge is made that the 
State Comissions are not functioning. 
What is the investment banker's view 
about that? 


ye public utility industry could 
never have reached its pres- 
ent proportions and highly developed 
efficiency and economy without its 
monopolistic character—the under- 
lying condition under which it could 
attract the needed capital from mil- 
lions of investors. This monopo- 
listic feature was made practicable by 
a wise and constructive public policy 
of state regulation of utilities. The 
fact that public utility securities en- 
joy a decided popularity with a large 
number of private investors as well 
as highly discriminating institutions 
may be taken as evidence of this 
state regulation on the whole having 
functioned satisfactorily. Wherever 
improvement is desirable in certain 
states, that condition should be con- 
sidered not as pointing to the neces- 
sity of abolishing, but rather to the 
desirability of extending the powers 
of and increasing the necessary ap- 
propriations for those particular 
State Commissions. In other words, 
the complaints should be that there 


*Based upon questions asked by this 


magazine. 
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is rather too little than too much 
state supervision of a sound charac- 
ter. 

¥ 


2. What effect has Commission 
regulation had in states that have 
strong Commissions, in inspiring con- 
fidence in utilities and inducing in- 
vestment in their securities? 


Cus regulation has prevented 
abuses and has rigidly restricted 
rates and profits. At the same time 
it has given stability to the utilities, 
through freedom from competition. 
Wisconsin, California, and New York 
are examples of states where strong 
Commissions have had the effect of 
raising utility securities to a very 
high level in the investment market. 


> 


3. To what extent do savings banks 
and insurance companies invest in 
public utility securities as the result of 
Commission regulation? 


HE statutes of several states ex- 
clude from the securities which 
savings banks and/or insurance com- 
panies are permitted to carry, those 
securities issued by utility companies 
which are not subject to state regula- 
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tion in the territories in which they 
operate. 

The Massachusetts law on savings 
banks, in its clauses relating to the 
investment by such banks in utility 
bonds, requires that they must have 
been issued or assumed by any cor- 
poration “ which is operating 
under the supervision of a Public 
Service or other similar Commission 
of the United States or of any state 
thereof exercising regulatory juris- 
diction therein.” A similar clause in 
the New York law provides that such 
corporation must be “subject to regu- 
lation by a Public Service Commis- 
sion or Public Utility Commission, or 
other similar regulatory body duly 
established by the laws of the United 
States or the states in which such cor- 
poration operates.” The laws of a 
number of other states contain claus- 
es along similar lines. 

Even when such legislative restric- 
tions do not exist, fiduciary institu- 
tions are hesitant to invest in utility 
issues not surrounded by the protec- 
tion and safeguards afforded by 
strong State Commissions. 


- 
4. Are utility companies better off 


in states which regulate public utility 
securities than in states which make 
no attempt to regulate them? 


doubt, a utility company 
operating in a state where wise 


regulation is provided is in a prefer- 
able position to the one operating in a 
state where such power does not exist 
and where, as a result, the factor of 
uncertainty as to rates, service, valu- 
ation, and competition takes the place 
of the stability under well-regulated 
supervision. Its securities (as noted 
in the answer to question 3) will be 
more popular than of the less effec- 
tively regulated company and will re- 
turn a smaller yield. That, of course, 





Webster and Blodget, Inc. that sav- 
ings banks and insurance companies 
show a decided partiality towards the 
securities of utility companies which 
are subject to the rules and decisions 
of well administered State Commis- 
sions or Commissioners. 


¥ 


5. In what respect has Commission 


regulation been ineffective? 


S e- attack against state-wide 
regulation, including the im- 
portant element of fair valuations of 
properties, has been altogether too 
general. Perfection of standards and 
practices for state regulation may not 
have been attained, but, if this is true, 
one should strive for the nearest ap- 
proach to such perfection rather than 
for abolition of a system that has 
proven to be highly beneficial in spite 
of certain and, in many instances only 
local, deficiencies. 


e 
6. Who is to blame? 


F the results have not been alto- 
gether satisfactory in some states, 
this may largely be attributed to mis- 
understandings, public or managerial, 
and to considerations affecting the 
state governing bodies. 


> 
7. What is the remedy? 


DUCATION of the public (straight- 
forward and truthful) as to the 
importance of these questions, so that 
the public officials in the various 
states are forced to be guided by the 
enlightened demands of their voters 
as to the enactment of utility regulat- 
ing laws. 


* 
8. What about sufficient appropria- 


is in the interest of the welfare of tion for “y "9 of an effc 0 
the enterprise in general. It has been Personne of Commissions and their 
the experience of a firm like Stone & staffs? 
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T is highly important for the proper 
functioning of the State Commis- 
sions in the performance of their 
tasks, that adequate funds be appro- 
priated to secure first-rate and highly 
able Commissioners, as well as the 
facilities of an efficient and properly 
trained staff. 


¥ 


9. What might happen if Commis- 
sion regulation were crippled? 


HE principal safeguards of sta- 

bility and protection behind the 
securities of the utilities having been 
removed, the investing public (in- 
cluding the smaller and larger institu- 
tions) would be very reluctant to en- 
trust new capital to such enterprises. 
As a result the further expansion of 
the utilities would be hampered, a 
higher coupon rate would have to be 
offered to raise new funds with the 
unavoidable sequel of higher charges 
to the public and energy-consuming 
industries. Eventually such an un- 
happy condition would result in poor- 
er service. 


> 


10. What are some of the defects 
of the present laws? 


ory the inadequate powers 
vested in the Commissioners and 
the inadequate appropriations voted 
by the legislatures. 


* 


11. What would be the advantage 
of uniform state laws? 


OR the companies, the operation 
would be made easier, especially 

in cases wherein more than one state 
is served or where power is ex- 
changed. For the investors, the pres- 
ent confusion on account of the vary- 
ing laws of the different states would 
be removed. The securities of public 
utilities would raise capital cheaper 
because the companies would more 
readily command national markets. 
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In addition, judicial decisions may be 
expected to undergo a similar benefi- 
cial simplification. 

¥ 
12. What is the advantage of full 


publicity of utility financing informa- 
tion— 


(a) As to public relations? 
(b) As to future financing and de- 
velopment? 


AS to public relations: It would 
promote cordial relations be- 
tween utilities and their customers 
and dispel a mystery about figures 
that now is often harmful and makes 
the public an easy prey of the arts and 
deceptions of demogogues. A fully 
and correctly informed public is a de- 
cided asset also from the viewpoint 
of the companies themselves. 


A‘ to future financing and devel- 
opment: As far as compatible 
with the true and honest interests of 
the companies, publication of essen- 
tial facts at regular intervals and in 
particular in connection with any new 
financing, has a wholesome effect on 
the investing public and increases 
their confidence in utility securities. 
It is evident that the smooth disposal 
of new issues, promoted thereby, 
should encourage development plans 
which in turn are in the interest of 
the community as a whole. 


5 
13. What part does proper regula- 


tion play in this publicity? 


T would compel the companies to 

disseminate correct and adequate 
information in their reports made 
available to the public. 


¥ 
14. Why ts it important that utility 


development be encouraged? 


(a) What is the value of service to 
the individual? 
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(b) What is the value of service 
toward the promotion of 
other industries? 


oa value of service to the indi- 
vidual: Increased and cheap- 
er utility service is essential for the 
proper development of home life and 
the greater enjoyment of life’s ameni- 
ties and educational facilities by the 
individual citizen. 


HE value of service toward the 
promotion of other industries: 
It is hardly necessary to point to the 


importance of extended and, if pos- 
sible, lower-priced utility service for 
the various industries and commercial 
enterprises of the country. Oppor- 
tunity creates development. The 
lack of utility service by itself is sufh- 
cient to prevent the growth of a 
community or the proper develop- 
ment of industries in an otherwise 
favorably located section. As to the 
cost, utility charges may represent in 
most cases only a small proportion of 
total manufacturing cost, neverthe- 
less, under the present-day highly 
competitive conditions, every reduc- 
tion in cost is of importance. 





Utility Facts Worth Noting 


@The telephone industry of the United States employs 442,600 people. 


@The physical strength of a strong man, measured in terms of horse- 
power and in comparison with a modern electric motor, is worth from 6 


cents to 15 cents an hour. 


@There are 23,000,000 consumers of electricity in this country, and 


15,000,000 consumers of gas. 


@There are 253 women street car conductors and 20 women motormen 


registered in the United States. 


Q@ Two-thirds of the population of the United States live in homes which 


use electricity. 


@ Nine per cent of the farms in this country use electricity in some form. 


@Less than one per cent of the nation’s entire railroad mileage is elec- 


trified. 


@Six per cent of the income of the average American family is spent in 
the purchase of public utilities service of various kinds. 


@ Long-distance telephone calls in France must be paid for in advance. 


@ According to the preliminary reports for the year, Class I railroads in 
this country show a return of 4.65 per cent on their property investment. 


@75,600,000,000 kilowatt hours of electricity were generated by the cen- 


tral stations in this country in 1927. 


@The per capita consumption of electric energy consumed in the United 
States is 680 kilowatt hours. Germany is second with 320 hours, while Great 
Britain and France rank next with 220 hours each. 


@A regular weekly air-service, run on a schedule that follows the time- 
table, is maintained for carrying both passengers and freight between London 


and India. 
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The “Promotional Rate’ 


> 


and Its Applications 


PROMOTIONAL RATE—An attempt to increase the 
net revenue from each gas or electric customer above 
the fixed charges of serving him and at the same time 
to stimulate business, especially by the encouragement 


of heavy duty appliances. 


—ADAPTED. 


By FRANCIS X. WELCH 


HE so-called “promotional rate” 
appears to be an _ epidemic 
throughout the land at this writ- 
ing. An explanation of the aim and 
purpose of the promotional rate was 
given on page 77 of our January 24th 
issue of this year. 
An examination of the recent rate 


developments in various states gives 
the impression that concerted effort 
is being made by various gas and elec- 
tric companies for Commission ap- 
proval of rates having a promotional 


feature. In Massachusetts, for in- 
stance, a proposed rate schedule for 
domestic electric service based on the 
so-called room rate was made an op- 
tional alternative with the ordinary 
per kilowatt hour rate in order to al- 
low its use by those customers finding 
it advantageous without penalizing 
other customers having houses with a 
large number of rooms but using a 
small amount of energy. The Wis- 
consin Commission has accomplished 
the same result through a little differ- 
ent means by using the connected load 
count instead of the number of rooms 
in measuring the demand for electric 
household rates. 


We have already described in these 
pages the action taken by the Michi- 
gan Commission in the encourage- 
ment of hot water heaters using gas 
on the thermostatic principle. More 
recently there have been state wide 
and sweeping rate revisions both gas 
and electric in the states of Alabama 
and Georgia. The Missouri Commis- 
sion is the latest to deal with this 
question. 

These are just the states which 
have finally passed upon the advisabil- 
ity of promotional rates. News items 
from practically every eastern state 
and even Canada showing rate re- 
visions along lines that will stimulate 
the use of household appliances are 
being watched and contemplated by 
utility officials, lawyers, and the Com- 
missioners themselves. 

The reason for this sudden and 
widespread interest is unquestionably 
due to the rapid development of heavy 
duty appliances. Gas and electric 
rates heretofore have been out of step 
with this development and gas and 
electric companies are feeling keenly 
the loss of great business which they 
might otherwise have if rates were so 
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designed as to encourage the use of 
such new improvements as electrical 
refrigerators and hot water gas heat- 
ers. 

The old block rates under which 
many gas and electric companies are 
now laboring were designed at a time 
when electricity was used chiefly for 
illuminating and gas was more or less 
restricted to cooking. For the aver- 
age citizen to fill his house with the 
appliances that are on the market to- 
day such as electrical irons, vacuum 
cleaners, washing machines, hair curl- 
ers, cookers, toasters, radio, victrolas, 
and refrigerators it would take a con- 
siderable fraction of his income to 
defray the monthly electric bill. Con- 
sequently it will be seen that promo- 
tional rates which place the costs of 
service distribution where they belong 
will be necessary before the universal 
use of these modern appliances can 
be attained. 

One important feature of the pro- 
motional rate is the service charge. 
This charge is an attempt by the 
company to make the consumer pay 
for the fixed expenses to the company 
of standing ready to serve him 
whether or not he uses such service. 
The service charge is sometimes dis- 
guised by including it in a minimum 
charge but the purpose is the same. 
This is to avoid the widespread mis- 
understanding and unpopularity of 
the bare service charge. 

It is a delicate task, however, to 
adjust the rates so as not to shift too 
great a burden on distribution cost 
upon the small consumer. The Mis- 
souri Commission, for instance, has 
said : 

“We find no fault with the company 
in trying to promote its business but 


every class of consumer should bear 

its just share of carrying on the busi- 

ness, as well as its share of promoting 
the business. If the small customer 
is made to bear the cost of promoting 

a new class of customer or business, 

the going concern value later accru- 

ing in that new business should be- 
long to small customers and not the 
company.” 

The service expense found by the 
Commission in the recent rate adjust- 
ment of the Laclede Gas Light Co., 
(P.U.R.1929A, 561), was calculated 
in the following manner: It was 
found that the company had an in- 
vestment of 25.03 cents in the instal- 
lation of meters and service pipes per 
consumer. Added to this was an item 
of 8.37 cents for the expense of the 
smallest consumer’s demand on the 
company’s distribution system. This 
latter figure, of course, varied with 
the size of the meter. After this 
was an item of 17.29 cents to cover 
billing, meter reading, and collect- 
ing, which, of course should be 
divided equally among all meters re- 
gardless of size or consumption. This 
made a total of 50.69 cents (including 
a fair return and depreciation on the 
company’s investment in the various 
items ) which the smallest class of con- 
sumers cost the company before a bit 
of gas was used. This charge was 
absorbed in a monthly minimum 
charge of 75 cents for which 300 cubic 
feet of gas was allowed. 

These figures would vary of course 
when applied to different companies 
that are operating under different con- 
ditions, but the principles are applica- 
ble to any gas company and should be 
of special interest to a utility that is 
contemplating a promotional rate re- 
vision. 
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The Era of the Scientist 
in Utility Management 


The Increasingly Important Part that Is Being Played in 

the Drama of Big Business in General, and of the Public 

Utilities in Particular, by the Experimental Laboratory 
Worker and the Research Expert. 


By EDWARD A. FILENE 
@ More and more are public utility corporations, industrial 
enterprises and big business generally, turning to the scientists 
for help in solving their problems. 


@ American business, through both private and governmental 
agencies, is spending over $200,000,000 a year on scientific re- 
search and experimentation. Much of this work is being done, 
directly and indirectly, by the public utility companies. Under 
the modern theory of regulation, the determination of how 
much of this work shall be done undoubtedly comes within the 
discretion of company management. 


@ The telephone interests alone spent $15,000,000 a year in 
laboratory and other research; the electric light and power com- 
panies spend almost as much; the gas companies, the street rail- 
way companies, and the water companies follow in the order 
named. 


@ This vast investment in science is paying dividends. 


@ The author of this article is a successful merchant of inter- 
national prominence who has himself turned to the research 
expert, the laboratory and the scientist for aid, and who stands 
high in the counsels of big business. 


1TH half the population of Canadians, and thirty times that of 
England, Germany, France, the Chinese. That is the basis of the 


and Italy combined, the American standard of living. 
United States produces twice as much No one can dispute that this in- 
as all of them together. Statisticians creasing general prosperity is due to 
have computed that our production the rapid development and spread of 
per person is one and a half times the new scientific methods of mass 
that of our nearest competitors, the production and mass distribution as 


256 





PUBLIC UTILITIES FORTNIGHTLY 


applied to both private enterprises and 
to our public utility services. Yet 
many are unable to remain calm as 
big business, through which mass 
methods must be applied, conquers 
the modern industrial system. For 
the machinery and organization nec- 
essary to produce and distribute 
goods and service in large volume can 
be financed only by great capital. 

There is, however, a half-way ac- 
ceptance of big business and mass 
methods. Considerable clamor for 
restrictive legislation is still heard. 
Some Congressmen are indignant as 
mergers and combinations work to- 
wards a concentration of our public 
utility, our manufacturing and retail- 
ing enterprises. And some people— 
mostly impractical theorists—while 
they do not deny the material benefits 
that come from the mass production, 
still profess to see in the “material- 
istic age” a grave if indefinable dan- 
ger to mankind. 

The half-way acceptance of mass 
methods is due, no doubt, to the un- 
deniable fact that it has made both 
goods and service cheaper. There 
is, perhaps, no greater concentration 
of wealth and power—no more easily 
recognized example of Big Business 
—than in the Ford Motor Company ; 
yet it is generally recognized that 
Ford has not only made cheaper auto- 
mobiles but by his competition has 
forced the whole industry into scien- 
tific methods, with resulting cheaper 
costs and lower prices to the con- 
sumer. 


A that is often lost sight of 
is that mass methods, in what- 
ever field of production or distribu- 
tion they are applied, must, under the 
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modern business system, have the 
same effects. Big business is not bad 
in itself, and is not to be feared. 
There were undoubted excesses in the 
pioneer stages that preceded the 
“trust-busting” era of our industrial 
history. While the concentration of 
power in a relatively few concerns 
may in the future give rise to abuses 
and policies that are anti-social and 
at times lawless and short-sighted, it 
is certain that these effects can be 
only temporary, because the pressure 
of competition as well as that of self- 
interest, combined with an enlight- 
ened public opinion, will compel the 
development of big business as an in- 
strument of public service. 

That becomes clear if the full ef- 
fects and implications of scientific 
mass methods are understood. There 
is more to be studied in the modern 
business system than the production 
of distribution of great volume. 

Mass production and mass distri- 
bution not only can pay high wages 
and sell cheaply but must do so in 
order to create the buying power nec- 
essary for the marketing of their 
products. This desire to keep costs 
low, and to eliminate wastes in pro- 
duction and distribution, is evidenced 
on all sides. We see consolidations 
of utility enterprises; we see manu- 
facturers entering the distribution 
field with chain stores, to reduce 
some of the wastes of distribution; 
and retail organizations, in the effort 
to get their prices lower still, going 
into manufacturing. 

In the past the purpose of big busi- 
ness was, too often, to create a mo- 
nopoly to increase prices. Today big 
business—which includes the public 
utilities—has as its aim the lowering 
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of costs and prices through large- 
volume production and sales. 

There is a sound business reason 
for this. Scientific mass producers 
soon discovered that products and 
service must be sold as well as manu- 
factured. It would be foolish, for in- 
stance, to make a million automobiles 
or two million pairs of shoes if one 
were going to charge $25,000 for 
each automobile and $50 for each 
pair of shoes. 

Now business recognizes that the 
consumer, not the manufacturer, sets 
the selling price. Under the old in- 
dustrial system men produced only 
the limited number of units they 
thought they could sell. Then, gen- 
erally, they computed their costs, 
added their profits and so established 
a selling price. Under mass produc- 
tion and mass distribution, the price 
that the public can pay determines the 
selling price, and, as a rule, the lower 
the price is set, the larger the market 
and the greater the total profits of big 
business. So we find, strangely, that 
the desire for profits is a force for 
lower prices. The manufacturer pro- 
duces in such large volume that his 
lower costs and reduced “overhead”’ 
expenses enable him to sell: at a price 
the masses can afford to pay. 


HE principles of mass production 

and distribution have been adopt- 
ed more and more in the manufactur- 
ing and selling phases of burners, 
ranging from razor blades and dollar 
watches to kilowatt hours and street 
car fares. By the reduced production 
costs and lower consumer prices, 
business men are meeting the compe- 
tition of units produced in the old, 
inefficient and wasteful way. 


We must not fall into the error of 
believing that this new industrial sys- 
tem is a Frankenstein, threatening to 
convert human beings into standard- 
ized machines to consume standard- 
ized products. It is nothing like that. 
It is a willing tireless servant, capable 
of performing the drudgery of the 
world and liberating us all for a 
richer enjoyment of life. It is not 
essentially defiant of the public in- 
terest as “big business’ was during 
its transient pioneer stage, but is us- 
ing applied science in the service of 
civilization. Mass production and 
mass distribution have come to stay 
and to dominate the future of the 
world. And, on the whole, it is good. 
I am under no delusions that our in- 
dustrial system is perfect. I realize 
that many abuses still exist. Yet I 
am convinced that social progress in 
the future will be achieved, not by re- 
strictions on our business system, but 
by its further and finer development. 
The pressure of necessity, during the 
next ten or twenty years, will force 
its reform; a pressure that will be 
economic—a force boring from with- 
in rather than outward political com- 
pulsion or the power of an impatient 
public opinion. 

I am not suggesting that business 
men are going to experience a new 
birth of social idealism, but simply 
that business men, face to face with 
difficult times, will do the things that 
must be done to insure their success. 
Then we will discover that business 
intelligence and social idealism have 
met and merged. 

It will come about somewhat in this 
fashion. For some years to come, as 
far as we can see, America will be 
unable to export all the surplus goods 
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it can manufacture. Even now we 
cannot export the surplus we are 
geared to produce, for Europe, in re- 
duced circumstances, is not a good 
customer. Therefore, there will be 
keener competition for domestic 
business—a vigorous age of super- 
competition. 


Be small business man, the in- 
efficient business man, the unin- 
telligent or untrained business man 
will not be able to match prices and 
service with the great public utilities, 
the factories, the big stores, and 
chains of stores that have adopted 
the new methods of scientific mass 
production and mass_ distribution. 


These scientific mass principles, wide- 
ly applied by big business, however, 
will result in almost incredible ef- 
ficiencies and economies which will 
bring lower prices to the consumers, 
higher wages to the producers and 


greater profits to the owners. 

Unsuccessful businesses are gen- 
erally those that are operated on a 
small scale by obsolete methods and 
policies, under incompetent manage- 
ment, handicapped because they do 
not have the knowledge essential for 
success, or, having it, do not properly 
interpret it. 

The successful business men in 
America today are those who apply 
the modern technique, and are con- 
stantly on the hunt for better meth- 
ods, both in production and distribu- 
tion. That is, they use the fruits of 
research. There can be no place for 
those who work by haphazard meth- 
ods, by guess-work, by rule-of-thumb. 


HE conduct of business in this 
modern day must be on the basis 
of fact, not of opinion. Business can 


be made a science no less than medi- 
cine, biology, physics, and astronomy. 
These fields are made the subjects of 
systematic thought and painstaking 
experiment. Scientists in these fields 
do not rest on one discovery but are 
everlastingly at work developing new 
theories and substantiating them or 
abandoning them as the results of 
their experiments direct. 

Business, unfortunately, has not, in 
the main been so scientifically carried 
on. Most of the successful business 
is today, but the majority of business 
firms are not successful, or at least 
not as successful as they might be 
under more intelligent management. 

The very existence of even the best 
organized and most efficiently man- 
aged business today depends upon a 
correct diagnosis of the future. 
What volume of sales can be expected 
over a definite period? What will the 
trend of prices be? Shall we buy 
ahead? How are we to finance ex- 
tensions of operation? What effects 
will European affairs have on our un- 
dertakings? Most men fail because 
they do not have the facts to answer 
these questions. They speculate and 
guess when they ought to know. 

As a business man myself, facing 
the problems of our own stores daily 
and keeping in constant touch with 
leaders in other branches of industry, 
I am convinced that research (or as 
I am more accustomed to saying, 
“knowing what you know’), is the 
most important factor in successful 
management. And it is an important 
fact, in considering our industrial 
system, that normally the expenses of 
scientific research are so great that 
only the large organizations can ai- 
ford it. 
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Those who rely on hunches, guess- 
es, intuition or even “native business 
ability,’ cannot hope to survive the 
coming period of super-competition. 
Without an intelligent understanding 
of all the factors affecting their busi- 
ness, and they are factors whose rela- 
tive value is undergoing constant 
change, they will be as blind men in 
the race. They are beaten before 
they start. 


HE intelligent business man to- 

day has the greatest respect for 
scientific research. He encourages it, 
even though it may not benefit him 
directly, for he understands that dis- 
coveries which contribute something 
to society must add to his profits— 
and vice versa. Most of the pro- 
gressive manufacturing and commer- 
cial firms and public utility enterprises 
maintain research staffs and labora- 


tories and are spending millions of 
dollars a year to improve their meth- 
ods and develop new ones—both in 
production and distribution. 
American business, through private 
and governmental agencies, is spend- 


ing more than $200,000,000 a year 


on research work — $70,000,000 
through the government and $130,- 
000,000 through commercial firms. 
The General Electric Company alone 
spends $14,000,000 yearly in research 
and experimental work. The electric 
light and power companies spend be- 
tween $5,000,000 and $10,000,000 a 
year. The Radio Corporation of 
America spends $1,000,000 a year on 
research. Ninety trade associations 
are carrying on research. 

In addition to the government’s 
vast and varied investigations touch- 
ing every phase of business, each one 


of more than sixty trade associations 
maintain one or more research as- 
sistants at the Bureau of Standards 
where they have access to all govern- 
ment facilities. 


ome of the largest corporations 
are spending millions of dollars 
a year, perfecting and developing de- 
vices that will enable them to produce 
more cheaply. In fact, many of the 
biggest organizations today, such as 
the General Electric Company, literal- 
ly grew from laboratories. 

The United States Steel Corpora- 
tion, General Motors, United States 
Rubber Company, Western Electric 
Company, American Telephone & 
Telegraph Company, spend millions 
of dollars a year and employ thou- 
sands of men in research. General 
Motors has erected a large building 
in Detroit to house its laboratory and 
research staff; the American Tele- 
phone & Telegraph Company carries 
on its research work on three floors of 
a big building in New York and has 
4,000 persons employed in the work 
which costs $15,000,000 a year. The 
Western Electric Company has a staff 
of 30 or 35 men constantly at work 
in its laboratories. 

The American Gas Association 
only last fall opened its new testing 
laboratory in Cleveland “to promote 
and develop the gas industry to the 
end that it may serve to the fullest 
possible extent the best interests of 
the public.” During the period of its 
activities 98 per cent of the gas appli- 
ances submitted for test have been re- 
turned with suggestions for improve- 
ments. In addition, a fund of $100,- 
000 a year is being spent for research 
in industrial gas utilization in outside 
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agencies—largely in university and in 
privately-maintained laboratories that 
are particularly equipped for special- 
ized work. 

One company alone—the Consoli- 
dated Gas Company of New York— 
in addition to its laboratory and staff, 
spends approximately $40,000 a year 
for “testing and research.” 

The electric light and power indus- 
tries spend enormous sums on experi- 
mental work; they have perhaps the 
best equipped experimental and re- 
search laboratories of their kind in 
the world; the famous Nela labora- 
tories are known throughout the 
world. 

The street railway utilities conduct 
extensive investigations, particularly 
along the lines of accident-prevention 
and public relations work ; among the 
more prominent are included the 
Philadelphia Rapid Transit Company, 
the Pennsylvania-Ohio System of 
Youngstown, Ohio, the Chicago Serv- 
ice Lines, the Boston Elevated, the 
Pittsburgh Railways, and the Cleve- 
land Railways. 

Numerous other types of business 
are carrying on extensive research 
in every field that affects our com- 
mercial life. In addition to manufac- 
turing concerns are merchandising 
establishments such as the Retail Re- 
search Association; banks and trust 
companies such as the Chase National 
Bank; insurance companies through 
the American Underwriters Associa- 
tion; advertising agencies and cham- 
bers of commerce. 


oe is not confined to con- 
crete and material things. It 
has gone behind these to examine 
the fundamental principles of eco- 
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nomics and business, Labor organi- 
zations have several agencies for col- 
lecting business and economic data 
which increase the general under- 
standing of wage earners in regard to 
our business system. For a dozen 
years business men have maintained 
the Chamber of Commerce of the 
United States, which collects facts 
bearing upon business conditions and 
the general welfare so that busy 
executives may be prepared to solve 
the problems that confront them and 
the country. Many of our leading 
banks such as the Federal Reserve, 
National City, and the Cleveland 
Trust Company, carry on elaborate 
research work on economics and 
business conditions—of incalculable 
value in keeping business men to in- 
telligent decisions. 


r is difficult to gauge the value of 
such activities. Even in industrial 
research it is difficult to measure the 
results accurately for they extend far 
beyond the direct savings accom- 
plished. That statement can be made 
clear by citing the Bessmer Process 
in the steel industry. While it re- 
sulted in increasing the output of 
steel four-fold and cut the cost one 
fifth of what it had previously been, 
the Bessmer Process really did much 
more than that; it facilitated the de- 
velopment of transportation with all 
the blessings that the wider and 
cheaper movement of people and 
things has showered upon the coun- 
try. It welded the nation into a 
great industrial unit; it stimulated 
building activity and in railroading, 
building and steel mills it gave em- 
ployment to thousands. These thou- 
sands in turn, through the buying 
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power of their wages gave employ- 
ment to thousands of others in other 
factories. 

In recent years scientific research 
has reduced the fuel consumption of 
locomotives while at the same time it 
has increased their hauling capacity, 
and saved the railroads millions of 
dollars. But more than that: the im- 
provements in locomotives coupled 
with better traffic management, have 
speeded up the movement of freight. 
This faster movement of freight has 
permitted merchants to carry smaller 
stocks of goods and has saved them, 
as well as manufacturers, millions of 
dollars in interest, insurance, and 
warehouse charges. 


HESE illustrations only suggest 

the benefits that can accrue to the 
country as a whole through the con- 
tributions of research to industry. 
The direct savings are enormous. 
While the government spends $70,- 
000,000 a year on research, this in- 
vestment brings an enormous return. 
The Bureau of Standards’ investiga- 
tions of motor fuel, I am told, have 
resulted in savings of $100,000,000 a 
year and that in creating a new sub- 
stance for brake linings it has saved 
$15,000,000 a year. Its improve- 
ments in tire manufacturing processes 
alone have cut consumer’s bills by 


$40,000,000 a year. Of course we 
cannot compute how much saving 
has resulted from the Department of 
Commerce’s campaign which induced 
manufacturers to standardize and re- 
duce the number of their products, 
but it undoubtedly runs into hundreds 
of millions a year. 

The American Telephone & Tele- 
graph Company’s $15,000,000 annual 
outlay flows back to it and the pub- 
lic manyfold. By adapting the radio 
tube to the telephone service, and so 
increasing the capacity of its wires, 
the company saves millions a year in 
expenditures for copper. One part 
used in a telephone was redesigned, 
so that it could be manufactured more 
cheaply, and the saving was estimated 
at $10,000,000 a year. 

The discovery of the gas-filled elec- 
tric globe by Dr. Irving Langmuir 
saves us more millions of dollars in 
electric current and in coal, than can 
be computed. 

Few industrial or business proc- 
esses are precisely what they were a 
decade ago. Today we have many 
new industries and new methods of 
doing business that were scarcely 
imagined ten years ago. We have 
not reached the limit of development. 

It is hard for any generation to be- 
lieve that the next will bring even 
greater wonders—but it always has. 





Who Really Exercises Control of Bus Drivers? 


HE Colorado Commission has ruled that it has con- 


trol over the conduct of bus drivers. 


This an- 


nouncement will probably come as glad tidings to some 
of our utility executives who might have, at times, sus- 
pected that nobody had any control over bus drivers. 
The Commission indicated that it would take steps, if 
necessary, to stop the practice of certain drivers of smok- 
ing and loafing at intermediate points while passengers 


wait in the busses. 
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Hon. Lester Hooker 


Chairman of the Virginia State Corporation Commission 


ONORABLE' Lester Hooker, 
H Chairman of the State Cor- 

poration Commission of Vir- 
ginia, was born and reared on a farm 
at Buffalo Ridge, Patrick county, 
Virginia. He was born April 25, 
1885, the son of John Wesley and 
Margarette Akers Hooker. 

After attending the public schools 
of his county, Chairman Hooker went 
to William and Mary College at Wil- 
liamsburg, Virginia. He then entered 
the law school of Washington and 
Lee University at Lexington, Vir- 
ginia, taking his degree June 16, 
1909. He then became associated 
with his brother in the general prac- 
tice of law at Stuart, Virginia, under 
the firm name of Hooker and Hooker. 
This firm enjoyed a large and varied 
experience in the practice of the law. 


HAIRMAN Hooker was married in 
June 1912 to Miss Nell Sanford, 
the daughter of Rev. Millard Fill- 
more and Nellie Nevitt Sanford. 
During the World War Chairman 
Hooker served on the Legal Advisory 
Board of his county; he was ap- 
pointed to it by Governor Henry C. 
Stuart. 

In 1922 he was the successful state 
campaign manager for Senator 
Claude A. Swanson in his campaign 
for re-election to the United States 
Senate. 

In 1922 he was appointed by Gov- 
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ernor E. Lee Trinkle as a member of 
the Board of Virginia Teacher’s Col- 
leges ; in this office he served until he 
resigned soon after taking his seat on 
the State Corporation Commission. 

He was a candidate for member- 
ship on the State Corporation Com- 
mission in the Democratic primary in 
August 1924. He had no opposition 
and was declared the nominee of his 
party. He was elected at the general 
election in November, 1924, over Re- 
publican opposition. He took his seat 
on the Commission November 25, 
1924, and was elected Chairman of 
the Commission February 1, 1928. 

Under the present organization of 
the Commission, the chairmanship is 
to be rotated among the members with 
the purpose of heightening its ef- 
ficiency through familiarizing all its 
members with its larger contacts and 
preventing any one member becoming 
vested with more power than is con- 
sonant with the equality of the mem- 
bers. 


T is possible that the scope of the 

Commission activities may be 
largely increased in view of a recent 
recommendation by Governor Byrd 
in a special message that the fire in- 
surance companies in the state be 
placed under the jurisdiction of the 
Commission, where they would come 
under the division of insurance and 
banking. 











One Stockholder’s Ideas of 


“Square Dealing” 


Some fundamental principles of economics, 
finance, and public relations—as expounded 
by a utilities investor who attends an annual 
meeting and views the results with alarm. 


By HENRY C. SPURR 


ECENTLY several bold, double- 
R column-spread advertisements 

appeared in some of the news- 
papers of the city of Washington. 
They were signed by Julian Pierce, a 
stockholder of the Washington Gas 
Light Company, and were in the form 
of an open letter to the officers and 
other stockholders of the company. 

Mr. Pierce believes it is right for 
stockholders “to deal honestly with 
their fellow citizens.” This is so un- 
usual—coming from a stockholder— 
that his views on business ethics are 
of some interest. 

It appears that Mr. Pierce is libra- 
rian of the American Federation of 
Labor. A few weeks ago he pur- 
chased a small amount of stock of the 
Washington Gas Light Company. 
Prior to that he had often spoken in 
public against various forms of in- 
justice, of which he has always been 
an open enemy. His ascent or descent 
—whichever way one views it—to the 
status of a capitalist, as owner of 
stock in a public utility company, has 
not altered his point of view on ques- 
tions relating to the public welfare. 





Soon after getting his stock, Mr. 
Pierce was given the privilege of 
signing a proxy that authorized other 
stockholders to vote in his stead at the 
annual meeting of the stockholders; 
but he announced in the newspapers 
that he would be at the meeting him- 
self and do his own voting. 

“T insist,” he said, “that it is the 
patriotic duty of all stockholders to 
exercise to the fullest their right of 
control over the companies they own, 
and from which they receive a profit.” 


M®* Pierce, however, found that 
not all of the other stockhold- 
ers thought as he did about attending 
the meeting. He was much surprised 
to find only a handful of stockholders 
present, none, indeed, except himself, 
aside from the members of the board 
of directors. 

Such indifference to duty on the 
part of stockholders he regards as un- 
healthy. 

This is perhaps a minor complaint, 
but it is a very old one. It is a condi- 
tion which has prevailed for many 


generations, not only in other cor- 
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porations but also in other organiza- 
tions of all kinds. The question is 
often asked : 

“Why do not more people go to 
church ?” 

Also the question: 

“Why do not more members of the 
labor unions attend the meetings?” 

Come to think of it, why does that 
little provision about a quorum al- 
ways have to be in the by-laws of 
every organization? 

Some ascribe this apparent neglect 
of duty to lack of loyalty or patriot- 
ism, or consider it at least as one of 
our human weaknesses. Others deem 
it a part of our mechanism of defense, 
a time-saver, an evidence of efficiency. 
Letting a select few do the bulk of 
the work of the various organizations 
that we join, is part of that division 
of labor which has done so much to 
raise our standard of living. If finan- 
cial support of these bodies always 
involved faithful attendance at the 
meetings, and active participation in 
the business, there would be fewer or- 
ganizations than there are now—not 
even excepting labor unions. There 
must always be leaders upon whom 
the burden of the work falls. This is 
a great time-saver, if nothing else. 

Besides, no business could be run 
in any other way very long. If the 
selection of a church choir, for ex- 
ample, were always left to the entire 
congregation, it would not be safe to 
predict what might happen. 


Spe reason why the average stock- 
holder who owns a few shares of 
stock in a large corporation, does not 
attend the annual meetings, usually is 
that he does not know much about the 
business and prefers to have it run by 


those who do. He buys stock because 
he trusts the management. If he does 
not have confidence in the men who 
are conducting the business, he stays 
out. If he is in and has any griev- 
ances against the company or its busi- 
ness policies, it is probably his duty 
to air them at the annual meeting if 
he can afford to be present, or, if not, 
to make his views known to the other 
stockholders in any way possible. If 
he is satisfied with the way affairs are 
going, there is no reason why he 
should attend the meetings. If he de- 
sires to compliment the management, 
he can do it just as well by letter. 

Mr. Pierce, no doubt, had good rea- 
son for going in person to the meet- 
ing, as indicated by a series of resolu- 
tions which he introduced. 

Let us consider what they were. 


Ske» first resolution called for the 
appointment of a committee to 
investigate the practicability of the 
5-day week for all the employees 
of the company, without reduction in 
wages or salaries or compulsory in- 
crease of output. 

Another resolution declared that 
the company has no moral right to 
any return on money not invested in 
the property, meaning that the return 
to the stockholders should be based on 
the investment in the property rather 
than on its value. Pursuant to his de- 
sire to deal fairly with his fellow citi- 
zens, Mr. Pierce would have the com- 
pany make no claim to anything be- 
yond a return on the actual invest- 
ment in the property. 

The third resolution was aimed at 
propaganda “for or against govern- 
ment ownership” by the use of cor- 
porate funds. Mr. Pierce would have 


265 








the directors and other officers in- 
structed to refrain from all propa- 
ganda “either direct or indirect, for 
or against” public ownership. He 
would prohibit either corporate or in- 
dividual membership in any organiza- 
tion or association whose purpose is 
to disseminate propaganda “for or 
against” public ownership, and also 
corporate or individual contributions 
for the purpose of propaganda “for 
or against” public ownership. It is 
not quite clear whether this resolution 
was strong enough to prevent the in- 
dividual stockholders, who are not 
officers or members of the board, 
from talking on the subject. It looks 
as if Mr. Pierce would place no pro- 
hibition on them. This may have 
been an oversight or it may have been 
intentional, as favorable action on the 
resolution would prevent Mr. Pierce 
from expressing his own views on the 
subject. 


M:* Pierce, in his dramatic appeal 
to the other stockholders, as- 
sumed the role of the honest, public- 
spirited citizens of high character, 
with humanitarian impulses; but the 
chances are that the reader, before 
now, will have suspected in this little 
incident, the hand of Esau but the 
voice of Jacob. 

Let us, however, assume that it is 
only the hand of Esau. Let us ana- 
lyze Mr. Pierce’s propositions solely 
from the standpoint of honest deal- 
ings between gentlemen, the high 
position he has essayed to take. 

There are three groups of persons 
financially interested in utility rates— 
capital, labor, and the ratepayers. 
When Mr. Pierce speaks of dealing 
honestly with his fellow citizens, he 
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obviously means dealing honestly only 
with labor and the ratepayers. By 
“dealing honestly” he means dealing 
fairly, and, no doubt, generously ; but 
it must not be forgotten that we can- 
not deal generously in the way Mr. 
Pierce suggests with both labor and 
the ratepayer, inasmuch as their in- 
terests are antagonistic. Every time 
an increase is made in the compensa- 
tion of labor employed by public utili- 
ties, the compensation of ratepayers 
must be decreased, no matter whether 
rates are based on the value or invest- 
ment theories. The interests of labor 
and the ratepayers are as antagonis- 
tic as are the interests of the rate- 
payers and the stockholders. 

The demand for a 5-day week 
for labor, with no decrease in com- 
pensation and no increase in output 
means an added cost in the produc- 
tion of gas, which must be borne 
either by the ratepayers or the stock- 
holders. Mr. Pierce probably thinks 
it should be borne by the stockholders, 
in spite of the fact that he is himself 
a stockholder. He wants labor to re- 
ceive the highest possible compensa- 
tion for the service it renders to pub- 
lic utilities, and labor to pay the low- 
est possible compensation for the 
service it receives from public utili- 
ties. That may be excusable, on the 
theory that everybody is for himself 
and the devil take the hindmost; but 
the idea should not be embellished by 
the halo of high ideals. 


HY should labor have its com- 
pensation fixed as high or higher 
than it was ten or twenty years ago, 
while the compensation of capital, the 
fruit of labor, be reduced to half of 
what it was ten or twenty years ago, 

















which is just what Mr. Pierce de- 
mands, as will be shown? How does 
such a theory provide any room for 
the operation of ethics or square deal- 
ing? 

Mr. Pierce stands for the invest- 
ment rather than the value theory of 
estimating the reasonable return to 
which utilities are entitled. The dif- 
ference between these theories may 
be simply illustrated. 

A house cost, let us say, $10,000 
before the war. It is now worth 
$20,000. Assume that 10 per cent on 
the cost of the house, or $1,000 a 
year, would have been a fair rental 
before the war. What is the fair 
rental now? 

The investment theorists say that 
$1,000 is still the fair rental. The 
value theorists say the rental should 
be 10 per cent on the present value 
of the house, or $2,000. Mr. Pierce 
and other investment theorists de- 
clare that if this house were part of 
the plant of a public utility company, 
to demand more than the original 
$1,000 rental or return would be an 
unjust exaction from the ratepayers. 

The Supreme Court has held that 
utilities are entitled to a return on the 
present value of the house, which is 
$20,000, rather than on its original 
cost, which was $10,000. 

The advocates of the investment 
theory admit that the utilities have a 
legal right to a return or rental on 
the present value of the house, but to 
insist on it they say is unfair; or, as 
Mr. Pierce puts it, dishonest. 

That is the controversy between the 
investment and value theories in a 
nutshell. Is it true that the equities 
are all in favor of the investment 
theory? 
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Mc as all economists tell us, 
is only a medium of exchange. 
Let us assume that twenty years ago, 
when a new public utility plant was 
built, Mr. Brown purchased 208 
shares of stock at $100 a share, upon 
which he received a 7-per cent re- 
turn, or an annual sum of $1,456, 
which amounted to $28 a week. This 
is what Mr. Brown got for the use 
of his money at that time. Let us 
suppose that he was and still is en- 
tirely dependent on the income from 
this investment for his living. 

Let us now assume that Mr. Pierce 
has worked for the company from the 
start; that he began at the weekly 
wage of $28, and that the $28 wage 
was fair at the time, both for Mr. 
Brown and Mr. Pierce. 

Mr. Pierce has to buy butter and 
eggs for his table. There are other 
things he needs for his comfort, but 
let’s confine ourselves to butter and 
eggs. Mr. Brown also has to have 
butter and eggs for his table. Their 
compensation of $28 a week enabled 
them to buy a certain quantity of but- 
ter and eggs. 

Pretty soon war is_ declared. 
Money is inflated. Prices go up. 
When Mr. Brown invested his money 
in the company, and when Mr. Pierce 
began to work for it, butter was sell- 
ing at, say, 25 cents a pound and eggs 
at 20 cents a dozen. After the war, 
butter costs them 50 cents a pound 
and eggs 40 cents a dozen. Mr. 
Pierce is working just as hard as ever. 
His rate of production for the com- 
pany is the same now as it was before 
the war. If his wages are not in- 
creased, however, he will now be able 
to buy only half as much butter and 
half as many eggs as he could before 
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the war. If, on the other hand, his 
wages are doubled, so that he now 
gets $56 a week, he will be receiving 
twice as many dollars as he did be- 
fore the war, but no more butter and 
eggs, which is after all the important 
thing to be considered. If his wage 
before the war was fair, the increased 
number of dollars he now receives 
will also be fair, because his real 
wage, the things his dollars will buy, 
will be just the same as it was before 
the war. 


ow, how is it with Mr. Brown? 

He invested a certain sum of 
money upon which he received a 7- 
per cent return, which amounted to 
$28 a week. Obviously, Mr. Brown’s 
$28 will buy no more butter and eggs 
than will Mr. Pierce’s. Mr. Brown, 


being human also, has to have butter 
and eggs. 


Now, the important thing about 
Mr. Brown’s compensation for the 
use of his capital is not what it 
amounts to in dollars, but what it 
yields in butter and eggs. Mr. Pierce, 
as a laborer for the corporation, de- 
sires as large an allowance of butter 
and eggs for his work after the war 
as he got before the war. His idea 
about Mr. Brown, however, is that the 
latter should be limited to half of his 
original allowance of butter and eggs. 
But if Mr. Brown’s pay in butter and 
eggs was fair before the war, how 
does it happen that only half of what 
was fair then is fair now for the same 
service? 

Those who swear by the investment 
theory do not say: “We will stick to 
the investment as the basis of calcu- 
lating the return; but, owing to price 
inflation due to the war, we will now 


give you 14 per cent on your invest- 
ment, where formerly you received 7 
per cent.” They insist on sticking to 
the same basis of calculating the re- 
turn, and the same percentage of re- 
turn; in other words, on cutting the 
investors’ supply of butter and eggs 
in half. 

They admit that a certain quantity 
of butter and eggs was fair for the 
investor before the war, but claim 
that the same amount of butter and 
eggs for the investor now would be 
a great outrage. In their opinion, 
what is fair for labor and everyone 
else is unfair for the investor. 


O*® yes, it is true that bondhold- 
ers get squeezed by the inflation 
of the dollar; that they get half the 
quantity of butter and eggs in pay- 
ment for their investment as they 
might reasonably have expected be- 
fore the inflation of the value of 
money due to the war; but that does 
not make such a condition morally 
right. It must be remembered that 
we are now attempting to stand on 
the same high ethical platform to 
which Mr. Pierce has mounted. 
There is no more reason why stock- 
holders should be deprived of the 
same amount of butter and eggs they 
had before the war, where it is possi- 
ble to give it to them, than it is that 
labor should be deprived of the same 
amount of butter and eggs it had be- 
fore the war, merely because bond- 
holders and certain other security 
holders suffer an injustice because of 
the inflated condition of the dollar. 
It may be all right for ratepayers 
to stand for the investment theory on 
the ground that it is to their interest 
to force rates down to the lowest 
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possible point, irrespective of any 
question of ethics ; but it is not proper 
for Mr. Pierce to do so, because he 
stands for the utmost nicety of square 
dealing. He cannot stamp a demand 
of labor for a certain thing as fair, 
and the demand of capital for the 
same thing as shocking. 


M* Pierce is much concerned 
about propaganda “for or 
against government ownership.” 
Here, we venture to guess, we have 
Jacob again masquerading as Esau. 
What Mr. Pierce is really concerned 
about is propaganda against govern- 
ment ownership. He wants to pro- 
hibit corporate officers and individ- 
uals from engaging in any discussion 
of the subject, which, of course, 
means that he wants to keep them 
from saying anything against govern- 
ment ownership. The individuals he 
refers to are, no doubt, individuals 
connected with public utilities in some 
way. He probably does not desire to 
deny himself the right to taik on that 
subject. It is not certain, as already 
indicated, that he wishes to close the 
lips of stockholders, provided they 
are not officers or directors of the 
company. Mr. Pierce is reported to 
have been an active advocate of re- 
form measures of various kinds, oft- 
en holding forth from the sidewalks 
of Pennsylvania avenue. It would 
be too much to assume that the con- 
troverted question of utility owner- 
ship had until recently escaped his at- 


tention, or that he would wish to 
foreclose himself from any further 
expression of opinion on that subject, 
in the public interest. 


AS long as we have free speech, 
we shall have propaganda. It 
will be impossible to put the utility 
ownership question into an Index 
Expurgatorius. Attacks on _ free 
speech, in whatever guise, will never 
be regarded with equanimity by the 
average, sober-minded American. 
Attacking propaganda by public utili- 
ties on the ground that it is an im- 
proper operating expense is an attack 
on free speech in a pretty thin dis- 
guise. Going beyond that in an at- 
tempt to close the lips of individuals 
would not be tolerated in America, 
even if there were no Constitution. 

If we were perfectly frank, we 
would have to admit that we humans 
are funny beings. We like ourselves, 
and we like our friends. Outside of 
that we are inclined to be less chari- 
table. Whatever we or our friends 
do is all right with us; but our ene- 
mies must be mightly particular about 
their etiquette; and this applies to 
propaganda. But men may disagree 
without being dishonest. 

Mr. Pierce’s resolutions were not 
favorably acted on by the other stock- 
holders. It was stated on behalf of 
the company that it had not been en- 
gaged in propaganda against govern- 
ment ownership, and that such propa- 
ganda was not contemplated. 





“Tt is not the crook in modern business that we 
fear, but the honest man who doesn’t know what 
he is doing.” 


—OweEN D. Youn. 
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WANTED—A Full-Powered 
Public Service Commission 


A striking example of the waste and inefficiency that 
ensues when no single, authoritative body 1s established 
to regulate public utilities in general, and the street 
railway utilities in particular, is furnished by our na- 
tional Capital—in the city of Washington itself. 


In the Capital are three transportation systems—two 
competing railway companies and a bus company. 


For a generation efforts have been made to bring 
about a merger of the companies. 


Two years ago the Public Uttlities Commission of 
the District of Columbia was created. A merger plan ° 
was proposed, considered and tentatively agreed upon. 
But in the District of Columbia no merger may be 
completed until it 1s approved by Congress. 


As soon as the merger plan was submitted to that 
body, the complications, delays and confusion began. 
The Senate, the House of Representatives, the District 
Commission of the Senate and the House of Represen- 
tatives, and innumerable civic organizations all put a 
finger in the pie. 
This article tells what the result has been. 
By M. H. GLAZER 
OTELESS Washington, virtually ride through denunciatory tirades to 
devoid of home rule, presents’ the front page of popular favor. Its 
the striking spectable of an 


citizens, however, have the time- 
American city without a government honored privilege and prerogative of 
of its own. 


free speech which they exercise upon 

Subject to the whims, caprices, and occasions through their various local 
organizations. 

Fifty-seven citizens’ associations 

and a general federation of these 

groups, numerous parent-teachers 


associations, labor unions, Federal 


pet theories of legislators from every 
state in the Union, its laws are the 
result of enactment by Congress, and 
its municipal agencies often are the 
vehicles upon which Congressmen 
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employees’ unions, business associa- 
tions and various clubs are the media 
through which they express their will 
to Congress. 


F& many years, both in and out of 
of Congress, the street railway 
companies in Washington have been 
the subject of vilification. There had 
been little inclination either on the 
part of public official or layman to 
play fairly with an industry which 
had contributed so largely to the city’s 
growth. Recently there has been 
some fear on the part of the citizens 
of absentee control, because of the 
fact that one of the companies is a 
unit of the North American Com- 
pany. These conditions, together 
with the fact that until two years ago 
the District of Columbia had no ef- 
fective, working Public Utilities 
Commission, are in part responsible 
for the loose and extended merger 
debate. 


be begin at the beginning: Back 
in 1897, when Senator King of 
Utah was a young Congressman 
in the House of Representatives, 
there was much talk on Capitol Hill 
of the unification of the then-existing 
street railway lines operating in the 
District of Columbia. There were 
ten or twelve small companies, serv- 
ing a population of less than 275,000. 
By the purchase of stock and consoli- 
dations, these companies were 
brought shortly thereafter under two 
principal railway systems. 

Today there are three transporta- 
tion systems—the Washington Rail- 
way & Electric Company, its competi- 
tor, the Capital Traction Company, 
and the Washington Rapid Transit 
Company (a bus company )—serving 


a population of 600,000. And there 
is still much talk—very much talk in- 
deed—of unification. 

Some progress, however, has been 
made in these thirty-two years, for 
the present discussion hinges upon a 
bill before Congress to approve a plan 
of unification submitted by the com- 
panies and ratified by the Public Utili- 
ties Commission. 

And Senator King, as a member of 
the Senate Committee on the District 
of Columbia, together with his col- 
leagues in both Houses, is still listen- 
ing to the pros and cons of a single, 
integrated transportation system. 


| is true that prior to the present 
negotiations, at least three at- 
tempts were made at a merger, all of 
which failed. The companies them- 
selves could not come to a basis 
of agreement as to the standing of 
the security holders of the respective 
corporations. But with the creation, 
in 1927, of a Commission as a sepa- 
rate entity, steps were taken imme- 
diately to bring about a unification 
of the existing lines. Until then, the 
Public Utilities Commission was com- 
posed of the Commissioners of the 
District of Columbia, appointed by 
the President and approved by Con- 
gress, who also were the chief execu- 
tives of the city. Their executive 
duties were too arduous to permit 
them to administer adequately the 
public utility laws in all of their rami- 
fications. 

The new Commission, consisting of 
two members and the Engineer Com- 
missioner of the District serving as a 
third member, set about to effect a 
merger. This they considered their 
foremost task. Under an Act of Con- 
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gress of March 4, 1925, all legal ob- 
stacles to such a merger were re- 
moved. At the request of the Com- 
mission, the executives of the three 
companies came together, formulated 
a plan and submitted it to the Com- 
mission. That was in February, 
1928. 

After extended hearings and sev- 
eral conferences between members of 
the Commission and representatives 
of the three companies, the Commis- 
sioners advised the parties to the 
agreement that the plan would not be 
acceptable unless certain modifications 
were made. Shortly thereafter, the 
parties to the agreement submitted a 
revised agreement, incorporating the 
modifications proposed by the Com- 
mission and certain other modifica- 
tions, to which the Commission had 
no objection. Within a week after 
submission of the revised plan, the 
Commission approved the terms and 
conditions of the merger agreement. 


iy brief, the agreement provides for 
a $50,000,000 valuation rate base, 
to remain in force for a period of ten 
years, the fares to remain unchanged 
for one year, and upon which the 
company is to be allowed to earn a 
reasonable rate of return. The com- 
panies are to be relieved from paying 
the salaries of crossing policemen 
(the only city in the country where 
street railways are shouldered with 
such a burden) and part of the pav- 
ing expense is to be shifted to the 
general taxpayer. Furthermore, the 
new company is to purchase its power 
from the Potomac Electric Power 
Company, a subsidiary of the Wash- 
ington Railway & Electric Company, 
one of the contracting companies. 


The Commission held that the 
$50,000,000 rate base was just and 
reasonable. Their own _ inquiries, 
based on valuations previously de- 
clared valid by the courts, justified a 
valuation of approximately $62,500,- 
000. The companies, eager for a 
merger, were willing to accept a com- 
promise figure. The Commission 
further was of the opinion that the 
crossing penalty placed upon the com- 
pany was inequitable, inasmuch as 
these policemen served pedestrians 
and automobilists as well as street 
cars. They feel that certain econo- 
mies unquestionably will result from 
unified operation which, in the long 
run, will redound to the benefit of the 
passengers. With more direct route- 
ing and the resulting saving of time 
and the privilege of transfer between 
cars, the unified company will be in 
a position to render better service than 
that now being rendered by the com- 
peting companies. 

Under provisions of the Act of 
March 4, 1925, however, no merger 
of street railway companies in the 
District of Columbia shall be finally 
consummated until approved by a 
joint resolution of Congress. 


os the story of Washington’s 
street railway merger becomes a 
thrice-told tale. 

It was argued in March, 1928, be- 
fore the Public Utilities Commission. 
At that time testimony was heard— 
1,526 full pages of it—from repre- 
sentatives of the contracting parties 
as well as from representatives of the 
57 citizens groups and other inter- 
ested associations. In April and May, 
last year, virtually the same argu- 
ments were heard by the House Com- 
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mittee on the District of Columbia. 

And now the story is being retold 
before the Senate District committee. 

The House Committee approved it. 
So did the Bureau of Efficiency, the 
Chamber of Commerce, the Board of 
Trade and other public-spirited or- 
ganizations. The Senate Committee, 
after lengthy discussion finally ap- 
proved the agreement, but only after 
several significant changes were made, 
chief among which was the elimina- 
tion of the fixed valuation, the inser- 
tion of a provision that there should 
be no change in fares for two years 
instead of one, and the further pro- 
vision that a new valuation should be 
undertaken immediately after the 
unification becomes effective. A few 
months ago it hired Dr. Milo R. 
Maltbie at a fee of $10,000 to make 
an impartial study of the companies 
and to report on the reasonableness 
from the public point of view of the 
merger plan. Dr. Maltbie’s report 
took specific exception to the $50,- 
000,000 valuation rate base. The 
committee seems to be inclined to go 
along with their expert’s opinion, de- 
spite the fact that the people’s coun- 
sel, an additional counsel attached to 
the Commission to represent the peo- 
ple of the District, approved that par- 
ticular item. 

Still another obstacle has been set 
up against the possible early approval 
of the agreement by the introduction 
of an amendment to the joint resolu- 
tion submitted by Senator Blaine of 
Wisconsin providing for a valuation 
of the properties based on the amount 
of the “prudent investment.” 

There appears to be considerable 
opposition, both in and out of the 
committee, to this theory of valua- 


tion, but Senator Blaine threatens to 
oppose the merger unless his amend- 
ment is incorporated in the resolution. 
On the other hand, many more Sena- 
tors will oppose it if Senator Blaine’s 
amendment is included. 


HE Act of March 4, 1925 specifi- 

cally stated that any merger of 
the street railway companies shall be 
approved by a joint resolution of 
Congress. But Congress (that is, the 
two committees on the District of 
Columbia), have interpreted this law 
to mean that they shall sit as a court 
inquiring into the details of the agree- 
ment, thus usurping the prerogatives 
of the Public Utilities Commission 
which body was particularly created 
for that purpose. 

Representative Frank R. Reid, of 
Illinois, in commenting on the pro- 
cedure before the House Committee, 
was emphatic in his criticism: 


“That is what we organized the 
Public Utilities Commission for—to 
take away from Congress all this 
work that you now want us to do. 
Are we to say that we know more 
sitting around the committee table 
for weeks than they know in a year?” 


The Public Utilities Commission 
has been clothed with authority, yet 
Congress, which granted that author- 
ity, has by its own action denied it to 
the Commission. 

The situation in the District of 
Columbia warrants, for the sake of 
expediency and the elimination of 
duplication of effort, greater reliance 
on its Public Utilities Commission. 

It may be said without exaggera- 
tion that had the Commission been al- 
lowed to function in the sphere for 
which it was created, without inter- 
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ference by other agencies, a merger As the situation stands, the joint 
of the street railway in Washington _ resolution now goes to the floor of the 
would have been brought about last Congress where it may not receive 
vear. final approval for another six months. 





A Swiss Idea of “Public Utility 
Service” 


Ps has recently compelled its telephone operators to notify 
subscribers of the correct time. Berlin has gone further still; 
it requires its telephone operators to tell its subscribers what the 
weather is. But the city of Geneva, in Switzerland, has made a 
veritable public information bureau of its telephone exchanges. 
Here is a partial list of the information that may be obtained 
from central: 
The exact time of day: 
Information about meteorological conditions : 
The address of the nearest doctor or pharmacy : 
Election results : 
Information regarding fetes, parades, sporting events, 
excursion trains: 
The addresses of all persons who have telephoned a sub- 
scriber during that subscriber’s absence from home. 

Further; a subscriber, leaving town for a specified time, has 
only to ask it and Central will tell all his phone callers where he 
has gone, where he may be reached or when he will return. 
House-calls are switched to wherever the householder happens to 
be—if he so instructs. 

The exchange will act as an alarm clock—if the subscriber 
needs one. If he suspects that servants are holding clandestine 
telephone conversations, the company’s professional “listener-in” 
will inform the patron of what those conversations—supposing 
they exist—are about. 

And as for local weather conditions, the operators in this city 
furnish offhand, information about the sort of weather that is 
being experienced by any section of Switzerland to which the 
patron may be contemplating a visit! 








A Common Misconception of the 


“Room Count” Demand Charge 


The Fallacy of Comparing It with the “Window Tax” 
of Mediaeval Days 


By RICHARD LORD 


ERE is something brand new so 
H far as we know. A schedule 
of electric rates authorized by 

the Alabama Commission last Decem- 
ber contained a demand charge based 
upon the well-known room count. 
Under flaming headlines an Alabama 
newspaper referred to this as “A 
house and room tax.” The item ob- 


served that those who pay taxes ex- 
pect something in return; that even 


the taxes paid on the number of win- 
dows in homes in mediaeval days in 
England went into the public treas- 
ury and that the notorious tea tax of 
pre-revolutionary days went into the 
public coffers. But nothing is given 
in return for this so-called “room 
tax” imposed by the Alabama Com- 
mission, as all of the money goes to 
a private monopoly. 

Of course, those who are familiar 
with rate making know that a room 
count demand charge is neither a tax 
nor a charge imposed for the benefit 
of the utility. It is a charge designed 
to make consumers pay for something 
they receive, and so to prevent one 
class of consumers from sponging 
upon others. The newspaper reporter 
might be pardoned for not under- 
standing that fact; but the amusing 


thing about his thunder against un- 
just taxation is that the “tax” of 
which he complains is optional. Rate 
payers are not required to take serv- 
ice on the room-count basis if they 
wish to continue under former sched- 
ules. We think there would be very 
little complaint against any kind of 
taxation if the government should say 
to the citizen: “You can pay this tax 
or not as you please.” 

Owing to newspaper misrepresen- 
tations the Alabama Commission has 
found it advisable to issue a statement 
that explains the optional nature of 
the room-count schedule, and stating 
that under it the owner of the hum- 
blest home in Alabama has now the 
same opportunity to use electricity at 
low rates as enjoyed by wealthy citi- 
zens. It was formerly necessary for 
the householders to purchase appli- 
ances (such as electric ranges) before 
they were able to secure a low rate. 
The present rate is available for all 
household uses, whether the appli- 
ances are large or small or even if 
only lights are used. Under the Com- 
mission order no customer has to take 
an increase on his bill. 


Re Alabama Power Co. Dockets Nos. 5454, 
5494, Dec. 31, 1928. 
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The March of Events 





Railroad Mergers 


CONSTRUCTIVE move toward the 
merger of eastern railroads is 
seen in the recent applications by the 
Baltimore & Ohio and the Chesapeake 
& Ohio railroads for approval by the 
Interstate Commerce Commission of 
definite plans of consolidation and 
merger. Since the law of 1920 author- 
ized large scale consolidations, subject 
to the approval of the Commission, sev- 
eral plans of combination have been 
proposed and rejected. The Commis- 
sion, itself, gave out a tentative plan in 
1921 in which the existing railways 
were divided into nineteen great groups, 
but this plan was not followed by the 
railroads. 
The proposed plan of the Chesapeake 
& Ohio, which is owned by the San 
Sweringen interests of Cleveland, 
would give those interests complete 


control of eleven important carriers, 
and joint control of nine others, with a 
total mileage of 12,265 miles of rails 
under ownership or lease, and trackage 
rights over 883 miles. The capital in- 
vestment for the system has been esti- 
mated at about $2,500,000,000. 

The project of the Baltimore & Ohio 
would represent a capital investment of 
$2,192,036,343 and would include 13,- 
814 miles of railroads and trackage 
rights. The Baltimore & Ohio, under 
this plan, would take over the control 
of ten railroads and obtain joint con- 
trol of five others. 

A feature of these latest proposals 
which bids fair to make the plans more 
successful than those offered in the past 
is the apparent willingness of the rail- 
roads to give the Commission a large 
degree of discretion in determining the 
methods of control, whether by lease, 
stock purchase, or otherwise. 





Alabama 


City Objects to Differential 
on Direct Current 


i ie Mobile city commission has 
resolved to seek relief from the 
Public Service Commission from the 
20-per cent differential placed upon 
Mobile wholesale and retail business 
establishments using direct electric cur- 
rent. The city attorney has been di- 
rected to petition for a rehearing of the 
Alabama Power Company case in 
which the new rate schedules were es- 


tablished, to have state-wide effect. 

Merchants have pointed out that at 
the time much of their equipment was 
installed the only current available in 
the downtown district was direct cur- 
rent, but with the development that al- 
ternating current could be manufac- 
tured more cheaply than direct current, 
it is said that the power company, in 
an effort to force all consumers on an 
alternating current basis, levied the 20- 
per cent differential against those using 
direct current. 


Arizona 


Hydroelectric Developments 


5 P~ most important development in 
the state at the present time is the 
Coolidge Dam, recently completed and 


276 


now storing water. Two 7500 kilovolt 
ampere generators are being installed. 
No contracts for the sale of this power 
have as yet been made although it is 
quite possible, we are informed, that it 
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will be sold to the Nevada Consoli- 
dated Copper Company at Hayden, Ari- 
zona, and there tied in with the trans- 
mission system of the Salt River Val- 
ley Water Users’ Association. 

Another development of consequence 
is the construction of a dam and power 
plant at Stewart Mountain on the Salt 
river by the Salt River Valley Water 
Users’ Association. This will be the 
fourth dam on the Salt river, the others 
being the Roosevelt Dam, Mormon 


Flats, and Horse Mesa. The construc- 
tion of this new dam will provide irri- 
gation to additional land in the Salt 
River Valley and will also furnish some 
additional power. 

Some 600 or 700 miles of transmis- 
sion and distribution lmes are being 
built to provide electric service to the 
ranches and small settlements in the 
Salt River Valley, of which it is esti- 
mated there are about 3000 who are not 
now being served. 


California 


Gas Rate Reductions 


EVERAL reductions in gas rates have 
S recently been made in the state. 
Commission orders reducing rates of 
several companies followed reductions 
in the price of fuel oil. 

A- hearing on rates of the Southern 
California Gas Company for consum- 
ers in Redlands, Riverside, San Ber- 
nardino, and adjacent towns, begun on 
motion of the Commission, was held 


Utility Construction Projects 


.e- Pacific Gas & Electric Com- 
pany intends to construct a pipe 
line from Taft, Kern county, to San 
Francisco for the purpose of trans- 
porting natural gas from the Midway 
Oil Fields to San Francisco and vi- 
cinity. This is a major project and 
the introduction of natural gas into San 
Francisco is expected to prove of con- 
siderable importance industrially to 
that section of California. 

The same company has announced its 
plans of enlarging its main steam plant 
in San Francisco to 300,000 kilowatt 
capacity. This would be by far the 
largest steam plant in Northern Cali- 
fornia, and its construction no doubt 
is to some extent associated with the 


on February 5th by Commissioner Wil- 
liam Carr. After the introduction of 
some testimony, T. J. Reynolds, gen- 
eral counsel for the Southern Cali- 
fornia Gas Company, entered into a 
stipulation for a flat reduction of 10 
per cent in domestic and commercial 
rates. Mr. Reynolds also promised oii 
behalf of the company that after fur- 
ther study a reduction would be made 
in gas engine and industrial gas rates 
because of oil and gasoline competition. 


introduction of natural gas into this 
territory. 

The present condition of the oil mar- 
ket indicates that the differential is, in 
favor of steam plants over hydroelec- 
tric, we are told, and in view of the 
fact that the choicest hydroelectric sites 
have been taken up and developed, it is 
not entirely beyond the realm of possi- 
bility that, for some years at least, addi- 
tional electrical capacity will be brought 
in through the construction of steam 
plants. Of course, when oil prices are 
stabilized at a higher figure, the situa- 
tion will again be changed in favor of 
hydroelectric; but, nevertheless, the 
availability of hydroelectric sites is 
growing less and less and, in conse- 
quence, more reliance is being placed 
upon other means of generation. 
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Connecticut 


Manufacturers Seek Lower 
Electric Rates 


se Manufacturers’ Association 
and the Chamber of Commerce of 
Winsted, the Winsted Citizen reports, 
have appointed a committee to see what 
can be done toward bringing about 
lower electric light and power rates. 
The committee believes that the reduc- 
tion would be justified not only by rea- 
son of the earnings of the company but 
also because of additional business 


which the company would obtain if its 
rates were lower. 

The services of Charles S. Reed, of 
New York, an engineer and rate spec- 
ialist, have been secured. He is to 
represent the customers before the 
Commission and, if necessary, to carry 
the matter to the courts. The backers 
of the movement disclaim any intention 
to force unfair rates upon the company 
but complaint is made against the rate 
schedules being out of line with those 
in neighboring cities. 


Illinois 


Feeder Busses in Chicago 


HE right of the Chicago Surface 

Lines to operate feeder busses on 
the northwest side has been upheld by 
Circuit Judge Otto Kerner, who on 
February 13th reversed the Commission 
order denying this privilege. A former 
order of the Commission giving the 
traction company the right to operate 


Commutation Books for Street 
Car Riders 


. Commission has had under 
consideration a petition by the 
Illinois Power & Light Corporation 
for authority to issue commutation 
books, good for one month, containing 
fifty-two tickets at $3.25 a book for 
street car and bus rides in Urbana and 
Champaign. The present rate is fixed 
at 10 cents for a single fare or 50 cents 


motor busses as feeders was approved. 
The order authorizing bus operation 
had been later revoked by the Commis- 
sion, and the Chicago Motor Coach 
Company had been granted the right to 
run busses over 34 miles of streets on 
the northwest side of the city. Attor- 
neys for the motor coach company have 
announced that they would continue to 
operate busses pending an appeal. 


for 8 rides and 25 cents for 3 rides. 

John McKee, local superintendent of 
the Illinois Power & Light Corporation, 
states that the increased use of automo- 
biles has so reduced revenues from car 
and bus fares that the company is not 
receiving a fair return on its invest- 
ment, and that the commutation book 
plan was conceived with an idea of in- 
creasing business by reducing rates to 
6} cents a ride for those who will ride 
$3.25 worth a month. 


Indiana 


Superpower Plant for 
Indianapolis 
HE Indianapolis Power & Light 


Company will increase its generat- 
ing capacity by the construction of a 


160,000 kilowatt superpower plant on 
the White river, five miles from the 
heart of the city of Indianapolis, it is 
reported in the New York Evening 
World. The new plant will be rated 
as one of the largest in that section of 
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the country and will give the company 
a surplus generating capacity sufficient 
to take care of an anticipated increase 
in the demand for current. 

The company has arranged to build 
a high voltage transmission line en- 
circling the city to take care of the de- 
mand for current in the Indianapolis 
region, which embraces thirty-four 


Court Will Hear Appeal from 
Water Rate Order 


upGE Lawrence V. Mays on April 
Ist, in the superior court at Ander- 
son, will hear the appeal of the city of 
Elwood from the decision of the Com- 
mission establishing a 374 per cent in- 
crease in rates of the Elwood Water 


small communities as well as the city 
proper. The lines will be connected 
through the American Gas & Electric 
Company and other large transmission 
systems through to Pittsburgh, so that 
it will be physically possible for the 
White river plant to supply current to 
that city and other communities in 
Western Pennsylvania. 


Company. The appeal has been on the 
docket since September 22, 1928. 

An injunction restraining the com- 
pany from collecting the higher rates 
was denied when the city filed its ap- 
peal and the customers, with the ex- 
ception of the city, have been paying 
the higher rates. The city council, how- 
ever, has refused to pay its bills. 


Kentucky 


Ordinance Raising Car 
Fare Proposed 


oo Louisville Railway Company 
on February 11th sent to the 
Louisville council a proposed ordinance 
fixing a street car fare of 10 cents. 
The company, in its petition for the en- 
actment of the ordinance, said that it 
would like that base rate with the un- 
derstanding that it would experiment 
with reduced rate tickets. 

President James P. Barnes, of the 
company, in a letter to the mayor said 


* 


that the earnings during 1928 were 3.2 
per cent and he estimated the increase 
asked for would yield 5.4 per cent on 
a base value of $28,000,000. The 
Louisville Courier-Journal tells us that 
those in close touch with the situation 
believe that the company has set a 
figure on the value of its property to be 
aimed at and traded on, rather than 
with the expectation of having it adopt- 
ed. City officials have said that what- 
ever is done will be done as expeditious- 
ly as possible without jeopardizing the 
city’s rights. 


Louisiana 


Commission Needs Addi- 
tional Funds 


RANCcIS Williams, chairman of the 
Louisiana Public Service Commis- 
sion, in a letter to the State Board of 
Liquidation on February 6th, says the 
Baton Rouge State Times, made a new 
application for a loan of $15,000 for 
the operation of the Commission. 
According to Chairman Williams the 


Commission’s funds had dwindled : to 
$1,927.28, and no funds would be avail- 
able this year except from the public 
utilities on assessments not delinquent 
until December 31st. Two previous ef- 
forts to get the loan were turned down 
by the board, Governor Long holding 
that the Commission’s balance of 
$5,000 at that time should first be ex- 
pended. 

Important railroad rate cases before 
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the Interstate Commerce Commission 
cannot be carried on without funds, 
says Commissioner Williams. The ap- 
plication of the Southern Bell Tele- 


phone & Telegraph Company for an in- 
crease in rates in Shreveport and num- 
erous bus and motor freight lines cases 
must also be financed. 


Maine 


Separate Valuation of Water 
Plants Demanded 


HE communities affected by the 

proposed merger of 15 Maine 
water utility companies with the Maine 
State Water & Electric Companies as 
a holding company have requested an 
impartial valuation of the individual 
utility companies. The Commisison has 
been holding hearings on the consolida- 
tion proposal. 


Several of the communities, says the 
Portland News, are so much disturbed 
over the entire proposal that they have 
asked Representative Kitchen, of 
Presque Isle, to introduce a bill which 
will permit local communities to or- 
ganize water districts under the general 
law, with the supervision of the attor- 
ney general’s department and the Pub- 
lic Utilities Commission, instead of be- 
ing required to come to the legislature 
as at present. 


Maryland 


Approval of Power 
Combine Sought 


i Empire Public Service Cor- 
poration, which is capitalized at 
$28,000,000 and has utility operations 
in seven states and 151 communities, 
has revived before the Commission ef- 
forts to purchase the Home Electric 
Light Company of Lonaconing, the 
Emmittsburg Electric Company, the 
Antietam Electric Light & Power Com- 


pany, and the Midland Electric Light 
Company. The question of consolida- 
tion has been litigated in the courts for 
about two years. 

A reduction of $50,000 in the pur- 
chase price is one of the principal fac- 
tors introduced before the Commission 
as an inducement for the approval of 
the application. Objection has been 
made in the past by those opposing the 
consolidation, that the purchase price 
was exorbitant. 


Massachusetts 


Publication of Utility 
Reports 


ye: legislative committee on state 
administration on February 11th 
heard the petition of Nathan P. Avery, 
of Holyoke, for publication of the an- 
nual report of the Department of Pub- 
lic Utilities in sufficient numbers to be 
available for public distribution at cost. 
The petition was favored by Dudley P. 
Ranney, counsel for the Massachusetts 


Gas & Electric Association; Alexander 
Macomber, president of the Association 
of Gas Companies of Massachusetts; 
and Chairman Henry C. Attwill, of the 
Department of Public Utilities. 

These reports, containing compara- 
tive statistical data on public utilities 
companies and decisions of the Depart- 
ment, were printed until 1922, at which 
time they were discontinued in order to 
reduce the cost of state printing. The 
utilities have consequently been handi- 
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capped in obtaining data necessary to 
the conduct of their business, and the 
Department offices have been cluttered 


State Phone Probe 
Disapproved 


PROPOSAL to investigate the rates 
A and charges of the New England 
Telephone & Telegraph Company by a 
special legislative committee was turned 
down by the House on February 13th. 
Representative Anthony A. McNulty, 
of Boston, in support of the investiga- 
tion, criticised the methods of the com- 
pany and declared his belief that an 


Hearing on Rapid 
Transit Bill 


se Boston car riders would face 
either a reduction of service or an 
increase in fare above the present 10 
cents, if the legislature did not pass 
the bill before it proposing $50,000 


Gas Rate Changes Advocated 


— volume rates for large con- 
sumers were declared by President 
G. Warren Stiles, of the New England 
Gas Association, to be necessary, at 
the third annual meeting of the asso- 
ciation which opened in Boston on Feb- 
ruary 7th. President Stiles, formerly 
of the Fitchburg Gas & Electric Light 
Company, said that with the new forms 
of rate structures which were every- 
where coming into prominence there 
would be a tremendous growth in the 
gas industry, chiefly along the lines of 
the water heating and industrial load. 
He said in part: 

“In almost every enterprise of the 
world, except that of the manufacture 
and sale of gas, it is recognized that the 
volume buyer is entitled to a lower 
price. This is an established economic 
law centuries old. 

“The gas industry which is highly 
competitive not only to other fuel in- 
dustries but to all manufactured prod- 


up with experts seeking information. 
No opposition to the petition appeared 
at the hearing. 


investigation was needed and that the 
legislature should take this action. 

In opposition Representative Thomas 
R. Bateman, of Winchester, House 
floor leader, said that the 1925 rate in- 
crease of the company brought only 
$35,000 of additional income during the 
first year, and that while this total had 
since been increased, the company had 
tried to hand it back through increased 
service. He contended that the investi- 
gation was unnecessary. 


rapid transit extension, according to 
Edward Dana, general manager of the 
Boston Elevated Railway Company, at 
a hearing on February 4th. Mr. Dana 
felt that any extension authorized 
should be borne in part by the car rid- 
ers and in part by other interests bene- 
fited. 


ucts, services, and amusement enter- 
prises, is the only one which is pre- 
vented by improper public understand- 
ing of the need of the case, from sell- 
ing its commodity at a price that will 
show a profit both from the small user 
as well as the large user. Important 
structural rate changes were needed in 
many parts of the country, but particu- 
larly in certain parts of New England, 
not only because of this competitive 
situation, and because the present form 
of rates generally failed to meet this 
competitive situation, but more particu- 
larly because the new rates will permit 
people of moderate circumstances to 
enjoy the benefits of house heating and 
water heating by gas. 

“Furthermore if the industry is to 
continue to prosper it must find new 
outlets for business to offset losses it 
has sustained in its domestic lighting 
load, and without an equitable and eco- 
nomic rearrangement of the rate struc- 
ture, this new business cannot be ob- 
tained.” 
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Minnesota 


No Appeal from Fare Order 


4 &- Minneapolis city council has 
virtually abandoned the plan to 
appeal to the District Court from the 
recent Commission order fixing the 73- 
cent token and 10-cent cash street car 
fares. City Counsel Neil M. Cronin 
advised the council that nothing would 


be gained by an appeal to the courts. 

A motion presented by Alderman E. 
J. Sweeney which would have estab- 
lished a rate of fare at 5 cents and re- 
quired the public to make up by taxa- 
tion the difference between the return 
received and the return to which the 
company would be entitled, was tabled 
by the council on February 6th. 


Missouri 


Bill to Limit Commis- 
sion’s Powers 


N amendment to the Public Utili- 

ties Law has been proposed by 
the city of St. Louis. The bill would 
require the Commission to hold public 
hearings in rate cases following protest 
or complaint from the affected city, 
town, or village, or twenty-five consum- 


Ten-Cent Fare Asked in 
Kansas City 


end schedule of car fares setting 
up a one-fare area over Kansas 
City and applying a straight 10-cent 
fare to all street cars and feeder busses, 
with common transfers, has been sent 
to the Commission by the Kansas City 
Public Service Company. Hearings on 
the proposal will probably be held, al- 
though the schedule is formally dated 
for effect on March 14th. 

The adoption of the new schedule, 
says the Kansas City Star, would mean 
a substantial increase in the transporta- 
tion cost for a majority of car riders, 
while there would be an actual gain to 
a small group of patrons who now pay 
extra cash fares coming from the Dod- 
son or Independence lines. Also the 


ers. The companies would be com- 
pelled to sustain the burden of proof 
in support of rates under attack. The 
Commission would be curbed in valua- 
tion proceedings and would be required 
to make detailed explanation of its ap- 
praisals and give particular reasons for 
making any allowance for going value. 
The rate of return would be limited by 
statute to 7 per cent. 


transferring between street car and bus 
motor lines would be simplified. Street 
car tickets now sold 15 for $1 and street 
car tokens now sold 2 for 15 cents 
would be abandoned. 

The new schedule contains an ad- 
vance in fares for children from 4 cents 
to 5 cents, and blocks of tickets would 
no longer be sold at 30 for $1. The 
age limit for free rides would be 
dropped from eight to five years. 

The company in support of this re- 
quest for higher fares recites the 
franchise burden and also lists im- 
provements aggregating $835,000 as 
being most actively sought. These in- 
clude certain double tracking, recon- 
struction of lines, the acquisition of new 
cars, and participation by the company 
with other interests in the building of 
a viaduct. 
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New Jersey 


Report on Gas Rates 


HE engineering firm of Lucas & 

Luick, of Chicago, engaged by the 
State Board of Public Utility Commis- 
sioners to study the application for new 
gas rate schedules by the Public Serv- 
ice Gas & Electric Company, reported 
that the new schedules were fair and 
that the company was entitled to $2,- 
000,000 more in annual income than 
was asked for in the proposed sched- 
ules. One of the effects, according to 
the report, wilk be to shift from the 
larger consumers a portion of the cost 
of service occasioned by the smaller 
consumers, which costs are now borne 
by the larger consumers. The report 
continued : 

“Since it tends to mitigate a discrim- 
inatory condition which now exists, we 
believe that the change is required in 
fairness to the larger consumers, par- 
ticularly in view of the fact that, even, 
under the proposed schedule, the 


larger consumer will not be entirely 
freed of the burden of carrying some 
of the costs incurred on account of the 
smaller consumer. 

“We are further inclined to suggest 
the acceptance of the company’s sched- 
ule because of the fact that it is our 
belief—as it is that of the company— 
that the type of schedule proposed will 
serve to increase the company’s sales 
for water heating, gas refrigeration, 
house heating, and for commercial and 
industrial uses, since the potential users 
of this class of service will find it at- 
tractive to use gas under the schedule 
proposed.” 

The hearing on the gas rate increase 
scheduled for February 16th was post- 
poned until April 3rd in order to give 
objecting municipalities an opportunity 
to study the report. A proposal has 
been made to engage experts to study 
the situation and report back to the 
League of Municipalities before the 
next hearing. 


New York 


Increased Powers Asked 
by Commission 


1 e- Public Service Commission in 
its annual report submitted to the 
legislature on February 14th asked for 
amendments of the law materially en- 
larging its jurisdiction. The Commis- 
sion recommended that holding com- 
panies operating utilities be required to 
render adequate periodical reports to 
the Commission; that the Commission 
be vested with power to investigate the 
relationship between holding companies 
and the operating utilities they control, 
so that all contracts and agreements ex- 
isting between them may be made a 
matter of public record; that the Com- 
mission receive further power to in- 
quire into profits made by nonutilities 
from products or service furnished to 


public utility corporations ; and that the 
definition of holding companies in any 
amendment enacted on the strength of 
these recommendations be made suf- 
ficiently broad to include not only hold- 
ing companies exercising control over 
utility corporations through ownership 
of a majority of their stock, but also 
those which control through lease or 
operating contracts. 

The Commission recommends in con- 
nection with the submetering of elec- 
tricity that the law be amended to give 
it authority to test private meters used 
by submetering companies distributing 
current to tenants. 

The recommendation is also made 
that the statute which at present pre- 
vents gas corporations from following 
the practice of electric light corpora- 
tions in making a service charge to 
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consumers be repealed. The report 
pronounces the service charge a just 
and reasonable element in a rate sched- 
ule. A uniform rate for electric cur- 
rent throughout the state is advocated. 

More complete legislation dealing 


Transit Control Bill Introduced 


1 ee Board of Transit Control bill 
sponsored by the city of New 
York as a measure for the unification 
of transit facilities was introduced in 
the legislature on February 15th. The 
bill would shift from the Board of Esti- 
mate and Apportionment to the voters 
responsibility for deciding whether 
fares on lines should be raised or any 
deficiency in operation met out of pub- 
lic revenues. 

Republican leaders, says the New 
York Times, are chafing under the de- 
lay in introducing the bill since they 
fear that, if it should prove impossible 
for the legislature to act on the city 
legislation, they may be blamed this 
year as they were last year for the fail- 
ure to pass the legislation demanded by 
the city. Republican leaders are said to 
be in no mood to accept the bill unless 
it is amended to provide for a rate of 
fare sufficient to pay for operations and 


Utica Rate Case Begun 


HE investigation of the rates of 

the Utica Gas & Electric Company 
was begun before Commissioner Neal 
Brewster on February 12th. The first 
conflict was over the question whether 
gas rates or electric rates should be first 
investigated. City officials asserted that 
they were not prepared to carry on their 
attack on the gas rates at the time, and 
that their entire investigation and ef- 
forts had dealt with electric rates. 


with the regulation of motor carriers is 
also recommended, and the Commission 
seeks powers of regulation over air- 
planes engaged in business as common 
carriers. Such powers have been 
granted Commissions in several states. 


financing without resort to taxation. 
In its present form the bill provides for 
a 5-cent fare during the experimental 
period with a later alternative of the 
taxpayers being called upon to make 
up any deficiency in the returns on the 
traffic. Members of the Board of 
Transit Control would be appointed by 
the Mayor. The mayor, comptroller, 
president of the board of aldermen and 
chairman of the New York board of 
transportation would be ex-officio mem- 
bers of the board, with not only a voice 
but also a vote in its deliberations. 

Power to issue bonds would be given 
to the board and bonds issued by it 
would be legal investments for state or 
municipal sinking funds and for banks, 
trust companies, savings banks, savings 
and loan associations, insurance com- 
panies and fiduciaries. These bonds 
would be free from taxation or assess- 
ment by the state or any of its sub- 
divisions in the same way that state and 
municipal bonds are exempt. 


Utility company representatives, on the 
other hand, maintained that they were 
not prepared to proceed with the elec- 
tric rate case as they had devoted their 
entire time to preparation for a defense 
of the gas rates. 

Commissioner Brewster permitted 
the company to introduce evidence in 
the gas case, and then an adjournment 
was taken until April 15th to give the 
city an opportunity to prepare its at- 
tack on the rates. Electric rates will 
receive attention afterwards. 
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Pennsylvania 


Revolt against Water Bills 


HE temporary increase in water 
"| oa of the Scranton-Spring 
Brook Water Company which is in 
effect pending the final disposition of 
the case by the Commission has aroused 
the antagonism of private and public 
consuiners who have received larger 
pills for water. The Wilkes-Barre 
School Board announced its intention 
to refuse payment of its bills and lead- 
ers in the fight against the water rate 
increase have called upon the citizens 


Five-Cent Fare at Expense 
of Taxpayers 


HE Broad street subway in Phila- 

delphia can be successfully oper- 
ated by the city on a 5-cent fare basis, 
providing the Philadelphia Rapid Tran- 
sit Company and its subsidiaries are 
left out of consideration, it was an- 
nounced recently by Director of Transit 
Myers. But the taxpayers must pay 
interest and _  sinking-fund charges 
amounting to $4,500,000 a year. This 
was brought out, it is reported in the 


to withhold payment of their bills until 
the controversy is settled. They believe 
that for the company to attempt to turn 
off water for nonpayment of bills will 
instantly arouse police and health of- 
ficials of the municipalities and the 
state. 

Many municipalities, it is reported, 
have already passed ordinances author- 
izing proceedings for the acquisition of 
the local water works. The appraisals 
and other evidence introduced in the 
rate case would be available in condem- 
nation proceedings. 


Philadelphia Evening Public Ledger, in 
a discusison of the Broad street tube 
audit ordinance on February 14th. 

The ordinance was finally passed 
after considerable quarreling between 
city officials. It authorized continuance 
of the contract with Ford, Bacon & 
Davis, public utilities experts and engi- 
neers, who are consulting advisers for 
the transit department in studying the 
problem of tube operations as they will 
affect a proposed lease to the transit 
company. This work is not a city audit 
but an expert engineering study. 


Texas 


Utility Control Bill Reported 


= utilities regulatory bill was 
reported by the Senate State Af- 
fairs Committee on February 7th. The 
bill provides for g Public Utilities Com- 
mission of three members, at an an- 
nual salary of $10,000 each, with a 
staff of assistants and experts, to regu- 
late public utilities; but municipally 
owned utilities are exempt. Original 
jurisdiction would be given in all in- 
corporated towns, meaning those of 
2000 population and less, under the 
statute and appellate jurisdiction over 
all incorporated places. 


The indeterminate franchise feature 
is omitted. It is provided that on ap- 
plication of a second utility for a per- 
mit in the same town for the same type 
of service, it must be granted, but on 
condition that the business of the exist- 
ing company be taken over by the appli- 
cant. 

A utility would be permitted to sus- 
pend a municipally adopted rate by put- 
ting up a bond for the indemnifying 
of patrons during the pendency of liti- 
gation. 

The bill as reported is patterned 
largely after the recommendation of 
Governor Dan Moody as carried in the 
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Holbrook measure, but a number of 
changes have been made and the vari- 
ous interests are in disagreement. 
Governor Moody, at a session of the 
Texas Press Association on February 
8th, declared that no city was in a posi- 
tion to cope successfully with the pub- 


lic utility companies in the setting up of 
equitable rates, and that the only solu- 
tion of the problem lay in the establish- 
ment of a State Commission that would 
be powerful enough to regulate the 
utilities. This would be in accord with 
the practice in a large number of states. 


Virginia 


Gas Franchise Granted 


Fer po for the construction 
and operation of a gas line was 
granted by the Waynesboro city council 
to the Consumers’ Utilities Company on 
February 7th. The franchise, says the 
Staunton News-Leader, was sold for 
the sum of $200 and would run for 
thirty years. It carries with it a clause 
requiring the payment of 1 per cent of 


Electricity on the Farm 


T a conference held in the office of 

Governor Byrd on February 15th, 
representatives of farm organizations, 
electric light and power companies, and 
state officials agreed that the governor 
appoint a committee to settle the ques- 
tion of rural electrification in the Old 
Dominion, with the view of creating a 


the yearly gross receipts for the sale of 
gas to the town of Waynesboro. 

Gas will be piped from the plant at 
Staunton and then fed into smaller 
mains at Waynesboro. Carl Riddle- 
berger, manager of the company, an- 
nounced the intention to start work on 
the project as soon as possible with the 
hope that gas may be available in 
Waynesboro by June Ist of this year 
at the latest. 


system that would prove mutually 
profitable to the farmers and utilities 
alike. 

If the preliminary plans laid down 
at this conference mature, Virginia 
farmers no longer will have to pump 
water to their stock by hand or separate 
cream for market in the family kitchen 
by the old slow method. Electricity 
will become the hired man. 


Wisconsin 
City Accepts New Light Rate 


HE city of Mauston on February 

14th, when it accepted a rate re- 
duction offered by the Wisconsin Light 
& Power Company, brought to a close 
litigation which has been in progress 
for about two years. Previous offers to 
reduce rates had been refused because 
the reductions were not considered suf- 
ficient. The company has agreed, says 
the Milwaukee Journal, that except in 
case of great economic upheaval the 
rates shall not be raised, and it also 
agrees that in case rates are reduced in 
any city of 10,000 population or less in 


which the company operates, the rates 
will be lowered accordingly in Mauston, 
in case the rates there at that time are 
higher than those put into effect in the 
other city. 

The controversy started when the 
city held a special election and voted to 
acquire the power company’s property 
in an effort to drive down the rates. 
The matter was finally taken into the 
circuit court, the city winning after a 
long contest. The company appealed, 
however, to the supreme court, mean- 
while making repeated offers of small 
rate reductions which were turned 
down. 


286 











Public Utilities 
‘Reports 


COMPRISING THE DECISIONS, ORDERS AND 
RECOMMENDATIONS OF COURTS AND COMMISSIONS 


VoLUME 1929A NuMBER 5 


Points of Special Interest 

SUBJECT PaGE 
Valuation of cast iron pipes = - - - ‘ 561 
Going value of gas plant - -~ - ~_ 561 
Depreciation of gas plant - * « . 561 
Apportionment of costs between gas consumers - 561 
Water taxis on the high seas" - - - - - 600 
Discrimination between electric and steam-heating 

customers” - - - - - - - - 604 
Necessity of authority for renewal of notes - - 607 
Deposits to secure payment of bills - - . ° 610 
Illegal interference by consumer with water connection 
Establishment of credit to avoid deposits - - - 
Security for telephone toll charges - - - - 613 
Extent of duty to furnish telegraph service - - 
Errors in transmission of telegrams -  - - 
Municipal acquisition of water plant - 
Distribution of proceeds from sale of property 





umes, at the price of $32.50 for the set. This price includes both the Annual 
Digest and a year’s subscription to Pusuic Utitiries FortNIGHTLY. 


q These official reports are published annually, in their entirety, in five bound vol- 





HE decisions, orders and recommendations 

of Courts and Commissions, as printed on 
the pages following, conform to the standard 
size, proportions, and typographical arrange- 
ment observed in law reports generally. The 
pages are numbered, for the purpose of citation, 
as they will later appear in the bound volumes 


Public Utilities Reports, 
Annotated 














RE LACLEDE GAS LIGHT CO. 561 
MISSOURI PUBLIC SERVICE COMMISSION, 


RE LACLEDE GAS LIGHT COMPANY. 
[Case No. 5217.] 


Evidence — Admissibility — Cost of labor. 

1. The Commission questioned the accuracy of the features of a gas 
company’s figures as to labor costs in a valuation proceeding based upon 
the four months of the year which were the worst of the year for open 
ditch construction work, p. 578. 

Valuation — Reproduction cost — Cast iron pipes — Water. 

2. The Commission in endeavoring to determine a fair value of gas 
utility properties as of a specific date will not estimate the cost of 
cast iron pipes upon a spot reproduction cost as of that date, but will 
endeavor to determine a fair value of such a commodity that would hold 
for a reasonable period in the immediate future, p. 579. 

Valuation — Going value — Specific application. 

3. Going value is peculiar to each and every valuation and can 
only be determined from the evidence and the facts submitted at the 
particular proceeding, p. 581. 

Valuation — Going value — Gas utility. 

4. An allowance of $5,818,000 was made for going concern value 

of a gas utility having a total rate base of $47,000,000, p. 581. 
Depreciation — Percentage allowed — Gas. 

5. A gas company was directed to set aside a sum equal to one and 
one-half per cent of its depreciable property as a depreciation reserve, 
p- 581. 

Depreciation — Improper accounting — Gas utility. 

6. A gas utility was directed to increase its depreciation reserve 
fund to include sums transferred by the company to its contingency 
fund and otherwise improperly charged to its depreciation reserve, p. 
581. 

Depreciation — Retirement of property not provided for. 

7. A utility will not be allowed to make full deduction from its 
depreciation fund for the retirement of property constructed prior to 
the organization of such a fund, and its present consumers will not be 
compelled to pay for the failure of the company to protect the invest- 
ment in the past, p. 581. 

Return — Reasonableness — Commission findings. 

8. The Commission in finding that a certain return will be reason- 
able for a utility does not guarantee that the company will ever earn 
such a rate, p. 582. 

Return — Reasonableness — Past losses and profits. 

9. Past earnings of a company, when found excessive, cannot be 
taken from such company for the benefit of future corsumers, and like- 
wise future consumers will not be required to reimburse the company for 
past losses, p. 584. 
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Return — Operating expenses —.Cost of gas. 

10. The Commission will disallow the added costs where the policy 
of a gas company in paying a price for gas that appears in excess of 
its cost to manufacture indicates that future operating expenses will 
not be benefited to the extent of off-setting the increase, p. 585. 

Rates — Minimum charge — Small consumers — Gas. 

11. The Commission found as a fact that with a relatively small 
minimum monthly charge a gas customer may, by using the amount of 
gas allowed by the minimum charge, get service for which he does not 
fully pay, p. 585. 

Rates — Apportionment as a whole. 

12. Rates are made to apply to a class of consumers as a group and 

not to individual consumers, p. 585. 
Discrimination — Rates — Gas. 

13. There must necessarily be some discrimination between individual 
consumers within a given class, but so long as the discrimination is not 
unfair or undue the rates may be taken as fair, p. 585. 

Valuation — Going value — Promotional rates. 

14. If the small customer is made to bear the cost of promoting a 
new class of customers or business, the going concern value later ac- 
cruing in that new business should belong to the small customers and 
not to the utility, p. 586. 

Apportionment — Allocation of expenses among customers — Gas. 

15. It is necessary, in drafting a rate schedule, to allocate the pro- 
duction cost of the system to the various customers on the basis of their 


respective demands, whether domestic, industrial or house heating, p. 
587. 


Apportionment — Gas plants — Classes of customers. 

16. The sum of the individual demands of the customers in any one 
class produces the total demand made by that class on the distribution 
system, which can thereupon be allocated to various classes of customers, 
and from that the part that each customer should bear can be deducted, 
p- 588. 

Service — Gas — Minimum installation. 

17. There is a minimum practical limit below which the company 
cannot economically go in the installation of services and meters, that 
minimum service and meter in the instant case being sufficient to serve 
a customer who would require 94 cubic feet of gas per hour, p. 588. 

Rates — Cost of service — Cost of gas mains — Demand. 

18. The size of mains and trunk lines of a gas system is not fixed 
by the size of meters and services but by the integral part of all of the 
actual demands of the various consumers, the diversity of their demands 
having an important part in fixing the size of main required; and 
rates and charges should reflect such conditions, p. 589. 

Apportionment — Cost of service — Billing — Gas utility. 

19. General administration expenses such as meter reading, billing, 
collecting, and consumers’ complaints caused by each consumer regard- 
less of whether the gas is used or not should be divided equally among 
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all meters in addition to the investment as allocated to each consumer, 
and the consequent fixed charges should be borne by each consumer, p. 
590. 

Rates — Service charge — Gas utility. 

20. The service charge to the smallest consumer of a gas company, 
computed by adding the monthly cost to the company of his service 
and meter installation, plus the cost of his demand on the utility’s 
system, plus his share of the general administration expenses of the 
company including a reasonable return and depreciation on such invest- 
ment, was found to be 50.69 cents, p. 590. 


Rates — Service charge — Minimum charge — Gas. 

21. A company which has been allowed relief from the expense of 
the small domestic consumer or the so-called “convenience user” through 
the allowance of a monthly service charge adequate to cover the fixed 
cost of such service should not be allowed, in addition, to tax con- 
sumers through a minimum monthly charge for gas which they do not 
use, p. 591. 

Rates — Preference for minimum charge — Service charge — Gas. 

22. The minimum charge per month, which allows the consumer to 
take earlier advantage of a lower step in the rates but which is also 
adequate to cover the expenses of serving the individual consumer, is 
preferable to the so-called service charge, where the resulting revenue 
is practically the same in either case, in view of the popular misunder- 
standing of the bare service charge, p. 591. 

Return — Percentage allowed -- Gas utilities. 

23. A gas utility was allowed to file for approval a schedule of rates 
calculated to produce a return of 74 per cent on the fair value of its 
property, p. 591. 

Rates — Sliding scale — Load factor — Gas. 

24. Owing to the difference in load factor and diversity factor of the 
various consumers of a gas system, a schedule containing a sliding scale 
of rates was found to be necessary in order to avoid discrimination be- 
tween classes of consumers and between individual consumers, p. 591. 


Depreciation — Relation between accrued and annual depreciation 
— Gas. 

Discussion of the relation between accrued and annual depreciation 
which should be reflected in the findings of value for rate-making pur- 
poses, p. 597. 

(CaLFEeE, Commissioner, dissents. ) 


[January 15, 1929.] 


Arp.ication of a gas company for increased rates; rates ad- 
justed according to opinion. 


Porter, Commissioner: On April 25, 1927, the Laclede Gas 


Light Company of St. Louis, Missouri, filed with the Commis- 
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sion proposed new schedules of rates and charges for gas at St. 
Louis, Missouri, and proposing to furnish gas of a monthly aver- 
age heating value of 570 B.T.U. when delivered at holder 
pressure. Said schedules are entitled: 

General Gas Service 

Residence Heating Service 

Industrial Service 

On May 7, 1927, the city of St. Louis, Missouri, filed its mo- 
tion for leave to intervene in this cause and asked the Commission 
to suspend the proposed schedules of rates and charges for gas 
service and the proposed reduction in heating content of the gas, 
and to conduct hearings for the purpose of determining the rea- 
sonableness of said schedules of rates and charges. 

On May 11, 1927, the Commission issued its order suspending 
the effective date of the proposed schedules of rates and charges 
for one hundred and twenty days. 

The Commission by its order of June 15, 1927, directed its 
accounting department to make an audit of the books and records 
of the Laclede Gas Light Company, in order to determine the net 
amount of additions and betterments made to the property of 


said company since the date of the last audit made by the Com- 
mission’s accountants; to determine the operating results of the 
company’s property for the year 1926, and for as many months 
of 1927 as were available; and to secure such other information 
of benefit to the Commission in its consideration of the matters 


herein. 

On September 8, 1927, the Commission again suspended the 
schedules of proposed rates and charges herein for a period of 
six months or to and including March 11, 1928. 

On February 28, 1928, the city of St. Louis and the Laclede 
Gas Light Company filed stipulation with the Commission in 
which it was agreed that the suspension of proposed rates ordered 
by the Commission should continue after March 11, 1928, and 
until such time as the Commission shall complete its investigation 
and issue its order therein. 

Hearings were held in this cause before members of the Com- 
mission at its hearing room in Jefferson City, on the 14th day 


of May, 1928, and on June 18 to 26 inclusive, at which times 
P.U.R.1929A. 
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the audit of the Commission’s accountants, and testimony by all 
interested parties was heard and evidence submitted. Briefs and 
reply briefs were submitted by both the city of St. Louis and the 
Laclede Gas Light Company. Oral argument in the matter was 
heard on the 14th day of September, 1928. 

The main issues in this case are: 

(1) Value of the property, 

(2) Annual depreciation allowance, 

(3) Rate of return, 

(4) Manner and cost of operation, 

(5) Reasonableness and structure of proposed rates. 


Value of Property 

The Commission, by its order of November 20, 1926, Case 
No. 1673, 16 Mo. P. S. C. R. 114, P.U.R.1927B, 1, 42, found 
the following facts and value of the gas department of the La- 
clede Gas Light Company, as of October 1, 1925: 
Original cost of physical property, except land and including 

cost of consolidation $28,500,000 
Cost of reproduction of physical property, except land 45,400,000 
Accrued depreciation 5,000,000 
Cost of reproduction of physical property, except land, less ac- 

crued depreciation 40,400,000 
Market value of land 2,687,131 
Going value 5,818,000 
Present fair value as of October 1, 1925 45,600,000 


The above figures are based, for the most part, on engineer’s 
appraisals as of date December 31, 1923, and audits by the Com- 
mission’s accountants to September 30, 1925. 

The last audit of the Commission’s accountants, being Com- 
mission’s Exhibit No. 1 in this case, shows the net additions to 
the property of the company from October 1, 1925 to August 31, 
1927, is the sum of $2,713,311.95. 

Company’s Exhibit No. 1 shows that the book value of its 
property as of December 31, 1927, is $48,819,073, and on com- 
pany’s Exhibit No. 8, the value is shown to be the sum of $48,- 
522,881 when based upon the audit of Commission’s accountants. 

City’s Exhibit No. 21 shows that the value of the property as 
of December 31, 1927, is the sum of $48,519,625, or $3,256 less 
than the sum found by the company. 

P.U.R.1929A. 
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The city contends that rates should be based on a fair return 
on the fair value of the property and that it is improper to con- 
sider the fair value as found by the Commission as of October 
1, 1925, plus additions, without considering changes in costs since 
said date. 

City’s Exhibit No. 17 purports to show the reduction in the 
cost of cast iron pipe mains since December 31, 1923, that being 
the date of the Commission engineer’s reproduction cost ap- 
praisal. This exhibit shows that it is estimated the present cost 
of reproduction of cast iron pipe mains is $8,754,974 or the sum 
of $3,233,617 less than estimated by the Commission’s engineers 
as of date December 31, 1923. By applying the same percentage 
to the reduced cost that the Commission’s order in Case No. 1673 
indicates in finding its fair value, the city claims $2,974,928 
should now be deducted from the fair value found by the Com- 
mission as of October 1, 1924, to cover the reduced cost of cast 
iron pipe mains. 

The city bases its claim for the above reduction in cost on the 
percentage of decrease in the cost of cast iron pipe and the ex- 
perience of the city in laying cast iron pipe mains. 

City’s Exhibit No. 17 shows its engineers have used $39.10 
per ton as the average present cost of 6-inch and larger class 
“B” gas pipe f. o. b. St. Louis and $60.04 as the average 1923 
cost of the same class of pipe. Both estimates are the quotations 
as given in “Engineering News-Record” magazine. 

City’s Exhibit No. 17 also shows that the city owned water 
works plant is now laying cast iron pipe mains at 70 per cent 
of the cost of doing similar work during the year 1923. 

Company’s Exhibit No. 11 is a comparison of the cost of cast 
iron pipe mains as found by the Commission’s engineers as of 
December 31, 1923, and the present. The exhibit is as follows 
and shows the costs of 6-inch and 12-inch cast iron pipe mains 
have increased since 1923. Present costs purport to be from 


company records of actual costs. 
P.U.R.1929A. 
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Average 6-inch 
Year Four Months 

1923 1928 
Labor per foot — $.956 
Cast iron pipe per foot 7 .628 


Cost of labor and pipe per foot ................ ooo. $1.485 $1.584 
Total cost per foot—6-inch : 2.172 
Total cost per foot—12-inch 88: 4.944 


Testimony in support of the claims of the city and company 
offers very little as to the detailed charges that have been included 
in their respective costs of mains. 

The method employed by the Commission’s engineers in arriv- 
ing at the reproduction cost of cast iron pipe mains as of Decem- 
ber 31, 1923 was as follows: 

Costs are for the most part the averages of the actual costs to 
the company of all pipe laid during the year 1923. 

The details of the unit costs in place per lineal foot for 4, 6, 
and 12-inch cast iron pipe are as follows: 


4-inch 6-inch 12-inch 
Pipe f.o.b. St. Louis $57.76 per ton 
Pipe f.o.b. St. Louis 54.60 per ton .8424 
Pipe f.o.b. St. Louis 52.40 per ton 1.9404 
Direct labor 7108 6761 1.0383 
Haul .0423 0245 .0695 
Tools .0318 .0293 0475 
.1899 -1879 -3020 
.0008 0022 .0236 
.0046 0048 .0080 
.0041 .0039 .0057 
Blocking .0027 .0033 .0091 
City inspection .0193 0247 .0509 
Miscellaneous 0052 .0104 .0204 
Store room and handling .0283 .0429 0993 


$1.5894 $1.8524 $3.6147 





The cost as determined by Commission’s engineers is, there- 
fore, $1.01 per lineal foot for all items of 6-inch pipe except the 
cost of pipe. 

Company’s Exhibit No. 11 shows the present cast of com- 
parable items to be $1.544 per lineal foot or 523 per cent increase 
over the cost found by Commission’s engineers. 

The company was paying the following labor rates as of Sep- 
tember 1923, and working nine hours per day. 

Foremen $120 to $170 per month 


Fitters .40 to .56 per hour 
P.U.R.1929A. 
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Caulkers .54 to .60 per hour 

Laborers .44 to .49 per hour 

The record does not reveal the present wages paid by the com- 
pany but does indicate an increase over 1923. 

Mr. Foley of the city’s water department testified that the city 
is now paying more for labor than in 1923, the comparison being 
as follows: 

1928 1923 


be ee lt ee eee $135 to $165 $125 to $155 
Monthly men per month $135 $116 to $126 
Common labor per hour .55-.624-.75 .574-.674 


Mr. Foley testified that the increased use of ditching machines 
and air operated tamping and excavating tools are the principal 
factors in the reduced labor costs of laying mains. 

The testimony of the company indicates the same organization 
and methods of laying mains are now in use as in 1923. 

The cost of 6-inch and larger cast iron gas pipe f. o. b. St. 
Louis on December 1, 1927, and January 1, 1928, as quoted in 
the “Engineering News-Record” was $36.10 per ton. The aver- 
age of the quotations in said publication covering 6-inch and 
larger gas pipe, f. o. b. St. Louis for the year 1927, is $43.14 
per ton, and the average for the twelve months ending June 30, 
1928 is $39.10 per ton. Company’s Exhibit No. 17 is a quota- 
tion from the American Cast Iron Pipe Company dated May 24, 
1928, and shows the price of 6-inch and larger cast iron gas pipe 
f. o. b. Birmingham, Alabama, to be $36 per ton at said date to 
which $5.60 should be added for freight to St. Louis. 

The city’s engineers use $39.10 per ton in their calculations, 
it being the average of quotations for the twelve months ended 
June 30, 1928. 


Property Not Used and Useful 

The city contends that there are a number of items of physical 
property appearing in the appraisal of the Commission’s engi- 
neers as of 1923 and also included in the fair value as found by 
the Commission as of October 1, 1925, that should now be classed 
as unused property and deducted from said appraisal and fair 


value. 
City’s Exhibit No. 19 is a statement of the items and values 
P.U.R.1929A. 
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of property not now used and useful. A summary of said exhibit 
follows: 


Water gas sets 8 and 9, station “A” 

Coal gas retorts, stations “A” and “B” 

Auxiliary plant of coal gas plant, station “A” 

Water gas, retort, purifier Nos. 4 and 5 

Buildings, station “A” 

Total of above $727,691 
Producer gas equipment 560,000 
Land station “H” and coke station 198,149 


Total of unused items $1,485,840 


City’s Exhibit No. 20 graphically shows the dates that water 
gas sets and coal gas retorts at both stations “A” and “B” have 
been used and have been idle. It shows that water gas sets 2 
and 3, station “A” have been idle since January 1, 1923; that 
water gas sets 8 and 9, station “A” have been idle since March 
1, 1926; that water gas sets 4 and 5, station “B” have been 
idle since January 1, 1923; that the east stack of Rutger street 
coal gas retorts, station “A” has been idle since June 1, 1927, 
and the west stack of said retorts has been idle since January 1, 
1923; and that the south stack of the coal gas retort, station “B” 
has not been operated since June 1, 1927. 

The city contends that the producer gas equipment has a 
capacity of 21,000,000 cubic feet but since only one machine is 
now used that at least three-fourths of the total value of said 
equipment should properly be considered as not used and ex- 
cluded from the rate base value. 

The city contends that portions of the land at the coke station 
and station “H” are not needed, have never been used, and 
should be excluded. 

The company’s position with respect to the above items of 
property is that they are needed as stand-by equipment in case of 
failure of other gas making equipment, periodical repairs to other 
equipment, or failure of supply now received from other com- 
panies. 

_ The city introduced as Exhibit No. 23 a paragraph from a 
prospectus of the St. Louis Gas & Coke Corporation, involving 
a bond issue, which stated that contracts had been made with 
the Laclede Gas Light Company and other companies for the sale 
by said Coke Corporation of $1,000,000 of gas and electrical 
P.U.R.1929A. 
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energy per year. The city contends this indicates said purchases 
would reduce the gas generating capacity requirements of the 
company. 

City’s Exhibit No. 24 is a letter from a stockholder of the 
Laclede Gas & Electric Company to the Utilities Power & Light 
Corporation, the parent company, in which inquiry is made con- 
cerning gas purchase contracts made by the Laclede Gas Light 
Company, and the letter of answer made by the Utilities Power 
& Light Corporation. 

The letter of said Utilities Corporation states that certain por- 
tions of the coal gas retorts of the Laclede Company are more 
or less obsolete; that the cost of making gas in said retorts is 
approximately the cost of making water gas; and that the gas 
purchased under the contracts, will supplant a portion of the 
water gas and coal gas generated by the Laclede Company. 

The Commission in its report and order in the recent valua- 
tion case of the Laclede Gas Light Company, fully considered the 
item of land again claimed by the city as unused and at that 
time it was found useful, and included in the value of the prop- 
erty. 


Going Value 

The Commission in its report and order of November 20, 1926, 
16 Mo. P. 8S. C. R. 114, P.U.R.1927B, 1, found the present fair 
value of the gas department of the company as of October 1, 
1925, to be the sum of $45,600,000, of which $5,818,000 is going 
value. Going value is approximately 12.75 per cent of the total 
fair value. 

The city contends that $5,818,000 is excessive; that it is a 
larger percentage than this Commission has heretofore allowed in 
other cases; that it is larger than is usually allowed by other 
Commissions. In its reply brief it tabulates all cases digested 
in the Public Utilities Reports for the years 1920 to 1927 in- 
clusive. The result of said cases gives the percentage allowance 
for going value at 4.4 per cent, and for all cases showing a value 
greater than $4,000,000, the going value is 4.3 per cent of the 
value when the Laclede Company is included, and 3.6 per cent 


when the company is excluded. 
P.U.R.1929A. 
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The city does not maintain that a percentage method is neces- 
sarily the proper one to use, but that the cases cited are indicative 
of what should be allowed. 

The city contends that the item of going value should now be 
the sum of $1,912,000. 


Annual Depreciation Allowance 

The Laclede Gas Light Company was incorporated in 1857 
and has since that date acquired the properties of other compa- 
nies. The Laclede Company actually started operations and fur- 
nished gas in 1873. 

The company began to accrue depreciation on its gas property 
on September 1, 1907. The amounts set aside each year, the 
property retirals each year, and the totals in the reserve fund at 
the end of each year from 1920 to 1927 are as follows: 


Amount Set Total in Reserve 
Year Aside Retirals End of Year 


1919 $323,963.71 
1920 $360,000.00 $103,494.52 580,469.19 
1921 300,000.00 246,644.21 633,824.98 
1922 413,782.50 520,139.42 527,468.06 
1923 413,782.50 311,574.17 629,676.39 
1924 413,782.50 205,168.02 838,290.87 
1925 556,528.50 223,470.62 1,171,348.75 
1926 413,782.50 275,900.56 1,309,230.69 
1927 274,238.75 420,749.73 1,162,719.71 

The amounts set aside and in the reserve for 1927 are taken 
from company’s Exhibits 1 and 1-F. All other of above amounts 
are from audits of the Commission’s accountants in this case and 
in Case No. 1673, supra, the latter being the company’s valua- 
tion case. 

The accountant’s report and audit as of December 31, 1923, 
shows that the company in 1914, transferred the sum of $464,- 
967.77 from the accrued depreciation account to a reserve for 
contingencies. Again in 1919, $92,656.64 was transferred from 
the depreciation to the contingency fund. The contingency fund 
was afterward transferred to surplus. 

During the World War the company constructed a toluol plant, 
and in 1922, the portion of said plant not salvaged was written 
off and the amount of $278,652.24 charged against the depre- 
ciation fund. 

P.U.R.1929A. 
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The audit as of September 30, 1925, shows that the Commis- 
sion’s accountants made an adjustment in the reserve for depre- 
ciation due to the fact that the company had charged retirals at 
their replacement cost instead of at their original cost. The 
amount of this adjustment is $501,785.77. The last audit made 
by Commission’s accountants is from October 1, 1925, to August 
31, 1927, and the actual book figures as shown for the deprecia- 
tion reserve are stated and the above adjustment is not carried 
along in said audit. 

If the above transferred amounts and adjustments are returned 
to the depreciation fund the amount in said fund as of December 
31, 1927, is $2,500,782.03. 

The company estimates $1,450,000 worth of property will be 
retired during the years 1928 and 1929 and that such heavy 
retirals will soon exhaust the reserve fund. 

Company’s Exhibit No. 1-E shows the amount of depreciable 
property by accounts, the rate of depreciation as claimed by the 
company and the total requirement for depreciation each year 


for each class of property. The total yearly requirement claimed 
as necessary by the company is $849,586 which is approximately 
3.2 per cent of the original cost of all depreciable property as of 
December 31, 1927. 

Following is the yearly rate of depreciation of all classes of 
property as shown on company’s Exhibit No. 1-E: 


Structures 

Boiler plant equipment 

Steam engines 

Internal combustion engines ..... 
Miscellaneous power plant equipment 
Benches and retorts 

Water gas sets and accessories 
Purification apparatus 

Accessory equipment at plant 
Holders 

Trunk lines and mains 

Gas services 

Meters 

Municipal street lighting fixtures 
General office equipment 

General shop equipment 

General stable equipment 

BOUND GH TIED ec cccccsccccccesccccscconscessevcecs 20 
Laboratory equipment 

By-product coke oven plant 
Miscellaneous equipment 
P.U.R.1929A. 
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Company’s Exhibit No. 10 was offered to show allowance made 
by other State Commissions and as considered proper by various 
authorities on utility valuation and depreciation. The exhibit 
also shows that said allowances are in close accord with the rate 
of depreciation of the company’s property as determined by the 
company’s chief engineer and shown on company’s Exhibit No. 
1-E. 

City’s Exhibit No. 1 is a study of depreciation and shows, 
among other things, that the total of credits to the company’s de- 
preciation reserve since 1907 has been $5,501,261. It also tabu- 
lates what the reserve would be if one per cent of the depreciable 
property investment had been set aside each year since 1890. 
This amounts to the sum of $5,763,814. 

The city claims that interest derived from the depreciation 
reserve should be credited to said reserve, on the ground that the 
reserve is used by the company as working capital, making addi- 
tions and betterments to the property, or in some other manner 
which adds to the value of the property and causes the consumer 
to pay a return on that portion of the reserve replaced in plant 
and thus partially finance the company without compensation. 
The annual credit for 1927 would thus be $414,970, using 54 
per cent as the rate of interest applied to the credit balance as of 
December 31, 1927. 


Annual Rate of Return, Revenues and Expenses 

Commission’s Exhibit No. 1, being the audit of Commission’s 
accountants, shows the net income available for return in 1926, 
after deducting depreciation and corrected by testimony of Com- 
mission’s accountant, to be the sum of $3,227,280. Likewise the 
net income for the eight months ended August 31, 1927, to be the 
sum of $2,016,049, which extended to its annual equivalent is 
$3,024,074. The 1926 profit is 6.82 per cent on a valuation of 
$47,319,753 and the 1927 profit is 6.23 per cent on a valuation 
of $48,522,881. 

Commission’s accountants call attention to the following items 
included in their audit of operating expenses: 


Radio broadcasting charged to new business expense and dis- 
P.U.R.1929A. 
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continued in May, 1927. The amounts included are $15,350 for 
1926 and $5,000 for 1927. 

The present chairman of the board of directors receives no 
salary whereas the ex-chairman received during 1926, the sum of 
$42,500 and in 1927, the sum of $21,500. 

City taxes have been increased in 1927 by $233,100. The 
company has thus far refused to pay same and the matter is now 
in litigation. Commission’s accountants have included $155,400 
as a proportionate part of such taxes in their statement of op- 
erating expenses for the eight months ended August 31, 1927. 

In May, 1927, the company began purchasing oil still gas from 
the Illinois and Missouri Pipe Line Company on a basis of 50 
cents per thousand cubic feet of 1150 B.T.U. content. The 
gas purchased to September 1, 1927, averaged 1376 B.T.U. and 
cost an average of 59.83 cents per thousand cubic feet exclusive 
of laboratory and holder expense which averaged 1.7 cents per 
thousand feet. 

On October 1, 1927, the company entered into a contract with 
the St. Louis Gas & Coke Corporation for the purchase of gas of 
average British Thermal Unit content of 570, at a price of 25 
cents per thousand cubic feet for the first 150,000,000 cubic feet 
and 224 cents per thousand cubic feet for all over 150,000,000 
cubic feet. During December 1927, 31,862,000 cubic feet of 
this gas was purchased. 

During the year 1926, the company made 8,096,308,000 cubic 
feet of gas at an average cost of 20.31 cents per thousand cubic 
feet exclusive of laboratory and holder expense. 

Company’s Exhibit 1-A shows the estimated increase in reve- 
nues under the proposed schedules to be the sum of $1,410,045. 

Company’s Exhibits 1-B, 1-C, 1-D and 2 are estimates and 
comparisons showing estimated increase in revenues under the 
individual proposed schedules. 

City’s Exhibit No. 22 is an estimate of the rate of return using 
present rates, the city’s claimed value of $40,152,857, and the 
company’s statement of operating revenues and expenses with 
the managerial fee of $200,000 deducted. The rate thus found is 
7.44 per cent. 

P.U.R.1929A. 
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Manner and Cost of Operation 

The city objects to the inclusion of the management fee paid 
by the company to its holding company, the Laclede Gas & Elec- 
tric Company. The amount of this fee for the year 1927 is 
$212,000. 

While the company has included said fee in the calculations 
set forth on several of its exhibits, it makes no claim for same in 
this proceeding. 

The testimony shows that the company’s business has had a 
normal growth during the past few years, that the costs of gas 
manufacture and gas distribution have remained fairly uniform, 
but that new business expense and miscellaneous general expense 
have had a noticeable increase. 

City’s Exhibit No. 5-A shows the above expenses have in- 
creased the price of gas 5.3 cents per thousand cubic feet since 
1924. 

Mr. White testified that general expenses were $85,000 in 
1924 and $162,000 in 1926; and that new business expense was 
$41,000 in 1924, $177,000 in 1926, and $187,000 in 1927. 

Commission’s’ Exhibit No. 1 shows adjustments have been 
made to these items of expense and calls attention to other items 
as previously noted herein. 

The city objects to the company being permitted to purchase 
coke oven gas from an allied company at 224 and 25 cents per 
thousand when the same kind of gas can be made by the company 
at a greatly reduced cost. 

Commission’s Exhibit No. 1 shows that the cost to make coal 
and oven gas during 1926 averaged 10.99 cents per thousand 
cubic feet; that the cost to make water gas was 33.58 cents per 
thousand cubic feet; and that an average cost for all gas made 
was 20.31 cents per thousand cubic feet. 

The city believes rate case expense should be distributed over 
a 10-year period or a sufficient period to repay the company with- 
out causing an abnormal charge in any one year to operating ex- 
penses. 

City’s Exhibit No. 28 is a statement of a rate case expenses 
incurred by the company from January 1, 1919 to December 
31, 1927, the total of said expense being $561,968.81. 
P.U.R.1929A. 





576 MISSOURI PUBLIC SERVICE COMMISSION. 


The company has been charging off this expense on a 3-year 
basis. Commission’s accountants in their recent audit adjusted 
the remaining total to a 5-year basis and fixed the charge for 
1926 at $65,755.71. At the end of 1927, there remained $197,- 
267 of this expense. 


Reasonableness and Structure of Proposed Rates 

The present schedule of rates for gas used in any one month 
by one consumer is as follows: 

All minimum bills per month $0.50 net. 

Where customer requires 0 to 200 cubic feet per hour, first 
7,800 cubic feet used at $1 per M cubic feet, net. When cus- 
tomer requires 201 to 800 cubic feet per hour, first 11,100 cubic 
feet at $1 per M cubic feet, net. When customer requires 801 
to 2,000 cubic feet per hour, first 20,300 cubic feet at $1 per 
M cubic feet, net. When customer requires 2,001 to 3,000 cubic 
feet per hour, first 37,400 cubic feet at $1 per M cubic feet, net. 
When customer requires a capacity per hour in excess of 3,000 
eubie feet, the volume to be charged for at the initial rate shall 
be 37,400 cubic feet plus 1,000 cubie feet for each additional 
100 cubic feet or fraction thereof of hourly capacity. Such 
volume used at $1 per M cubic feet, net. 

For all customers, the rate for gas in excess of their initial 
charge shall be 


Next 6,800 cubie feet at $0.90 per M cubic feet, net 
Next 50,000 cubic feet at 0.80 per M cubic feet, net 
Next 100,000 cubic feet at 0.70 per M cubic feet, net 
All additional cubic feet at 0.60 per M cubic feet, net 

The proposed rates are grouped under the three headings of 
General Service Rates, Residence Heating Service, and Indus- 
trial Service. 

The following rates are applicable to all general service cus- 
tomers : 


For the first 400 cubic feet or less 
For the next 14,600 cubic feet or less at -95 per M cubic feet 
For the next 50,000 cubic feet or less at -85 per M cubic feet 
For the next 100,000 cubic feet or less at -75 per M cubic feet 
For all over 165,000 cubic feet or less at d M cubic feet 
Minimum charge per month per meter 


Residence Heating Service 
To customers contracting for gas service for residence heating 
P.U.R.1929A. 





RE LACLEDE GAS LIGHT CO. 577 


for residences containing at least 15,000 cubic feet of building 
‘volume: 

Initial charge—For each 1000 cubic feet of building volume 
$0.45. Includes 500 cubic feet of gas per 1000 cubic feet of 
building volume. 

Secondary charge—First 20,000 cubic feet in excess of that 
paid for at the initial rate, per 1000 cubic feet $0.75. All excess 
per 1000 cubic feet $0.60. 

Minimum monthly bill shall equal the initial charge during 
the seven months, October to April inclusive. 

Gas consumed during the months of May to September inclu- 
sive to be charged at rates in effect covering general gas service. 


Industrial Service 


Demand Charge: 
First 50 cubic feet of maximum demand per month at $0.05 per cubic feet 
Next 50 cubic feet of maximum demand per month at 0.03 per cubic feet 
All over 100 cu. ft. of maximum demand per month at 0.02 per cubic feet 
Commodity Charge: 
First 75,000 cubic feet consumed per month at $0.75 per M cubic feet 
Next 125,000 cubic feet consumed per month at 0.60 per M cubic feet 
All over 200,000 cubic feet consumed per month at 0.50 per M cubic feet 
3 Per cent discount on all except minimum bills if paid within ten days 
after date. 


There are also certain miscellaneous rules governing the above 
rates. 

The Commission will not burden this report with extracts or 
comments on the voluminous testimony offered by both the com- 
pany and the city relative to the proposed rates. 


CONCLUSIONS. 


Present Fair Value as of December 31, 1927 

One of the major elements that demands consideration in 
any proposed adjustment of rates, is the present fair value of 
the company. Our courts have so often expressed the opinion that 
a utility shall be allowed to earn a fair return upon a fair value 
of its property that the procedure is universally recognized. 

The company contends that the Commission should determine 
the value of its gas department either by adding to the value 
found as of October 1, 1925, the net additions to the property, or 
make a complete revaluation of the property. 

The city of St. Louis has introduced evidence showing the cost 
P.U.R.1929A, 37 
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of cast iron pipe and the labor of installing same, has materially 
decreased since October 1, 1925; that there are certain items of 
land and equipment that were included by the Commission in its 
determination as of October 1, 1925, that are now unused; and 
claims are made that such items are of such substantial value that 
they should be considered in a rate proceeding. The city also 
maintains that the amount of going value allowance should be 
materially reduced to correspond with allowances made in other 
cases by the Commission. 

The Commission is of the opinion that both the company and 
the city are correct to some extent. The company has made ap- 
plication to file a new schedule of rates which, if made effective, 
would increase the cost of gas to a majority of the consumers. 
Said application is based on the statement that the company is 
not obtaining a fair rate of return on the fair value of the 
property. The burden of this proof rests on the company. 

The city has furnished evidence that the cost of reproducing 
the company’s distribution mains as of January 1, 1928, is less 
than at the time of appraising the property and fixing the fair 
value as of October 1, 1925. 

City’s Exhibit No. 17 shows the estimated unit cost of 6-inch 
cast iron pipe mains in 1927-1928 to be $1,347 per foot in place 
of which $.547 is pipe material, $.49 is labor and hauling, and 
$.31 is miscellaneous charges and the same amount as used by 
Commission’s engineers in 1923 and detailed on page 5 of this 
report. The cost of pipe as used by the city equals $35.55 per 
ton f. o. b. St. Louis, or approximately the quotations of pipe on 
March 1, 1928, and the lowest quotation since November, 1916. 

The company’s Exhibit No. 11 shows the unit cost of 6-inch 
cast iron pipe mains during the first four months of 1928 to be 
$2.172 per foot of which $.628 is pipe material, $.956 is labor 
and $.588 is miscellaneous charges. 

[1] The Commission has not been given a great amount of 
actual detail on which to base a correct cost of labor and miscel- 
laneous charges but it is of the opinion that the company’s figures 
are much higher than the yearly average due to the fact that they 
are compiled for four months that are considered the worst of 


the year for open ditch construction work. 
P.U.R.1929A. 
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The evidence shows that the city’s labor costs have increased 
10 per cent. The company claims to be laying its mains in the 
same manner and with the same forces as was used in 1923. The 
company’s increased labor costs of over fifty per cent since 1923 
hardly seem reasonable unless such costs are due to difficulties 
encountered during the winter and spring months. 

Likewise it appears to the Commission that the unit costs to 
the city’s water department must have charges omitted that are 
incurred by the company. 

The record in this case has much to say by the city as to the 
skill and ability of the operating officials of the company and the 
Commission cannot believe that the company is spending twice 
what is necessary for labor on its mains. 

[2] While the cost of cast iron pipe has materially dropped 
since 1923 and in the opinion of this Commission such reductions 
should be considered, the Supreme Court of the United States 
has said we must endeavor to fix a value that holds for a reason- 
able period in the immediate future (McCardle v. Indianapolis 
Water Co. 272 U. S. 400, 71 L. ed. 154, P.U.R.1927A, 15, 47 
Sup. Ct. Rep. 144.) No doubt a spot reproduction cost estimate 
as of December 31, 1927, would compel the use of $36.10 as the 
cost of cast iron gas pipe per ton f. o. b. St. Louis. But the 
Commission is endeavoring to determine a fair value as of De- 
cember 31, 1927, that will hold for a reasonable period in the 
immediate future. The record shows that the cost of cast iron 
pipe has gradually increased since December 31, 1927, and in- 
dicates that a staple cost will soon be reached. 

During the years 1925 and 1926 the cost of said pipe aver- 
aged approximately $49.10 per ton and the Commission is of 
the opinion that $47 per ton for said pipe is a proper cost to use 
in estimating a fair value of this company’s mains for rates in 
the immediate future. 

In view of the above and all the evidence herein, the Commis- 
sion is of the opinion that the fair value of the company’s gas 
department as found as of date October 1, 1925, should now be 
reduced by the sum of $560,000 to cover reduced value of cast 
iron distribution mains. 

The city’s claims that certain items of property should be de- 
P.U.R.1929A. 





580 MISSOURI PUBLIC SERVICE COMMISSION, 


ducted from the value of property used in public service appear 
well founded. City’s Exhibit No. 20 shows graphically the use 
of water gas sets and coal gas retorts of the company during the 
period from January 1, 1923 to June 15, 1928. The company’s 
president testified that the dates used in preparation of said ex- 
hibit were furnished by him. It shows that water gas sets Nos. 
2 and 3, station “A” and the West stack of the Rutger street re- 
torts have not been in use during the period from January 1, 
1923 to June 15, 1928. During the same period water gas sets 
Nos. 4 and 5, station “B” have not been used except for approxi- 
mately one week in August, 1925. Water gas sets Nos. 8 and 
9, station “A” have not been in use since March 1, 1926, and 
the east stack of Rutger street retorts and south stack of station 
“B” retorts have not been in use since May, 1927, or approxi- 
mately the date the company commenced their purchase of gas 
from the Illinois & Missouri Pipe Line Company. 

City Exhibit No. 24 contains a letter written by the Utilities 
Power & Light Corporation, an allied company of the Laclede 
Gas Light Company, in which is stated, among other things, that 
the company’s coal gas retorts are more or less obsolete and un- 
economical to operate. 

The testimony also shows the company has equipment used in 
the manufacture of producer gas that is almost entirely unused. 

The Commission is of the opinion that the following property 
should be deducted from the value for rate-making purposes. 
The Commission does not believe any deduction should be made 
at this time for the item of land. 


Water gas sets Nos. 2 and 3, station “A” $31,000 
Water gas sets Nos. 4 and 5, station “B” 40,000 
Coal gas retorts and structures, Rutger street, station “A” 368,000 
Producer gas plant 506,000 


$945,000 


The above deductions are made on the basis of the fair value 
of the items as found by the Commission as of October 1, 1925. 
The Commission will, therefore, deduct the sum of $945,000 
from the value of the gas department of the company as deter- 
mined as of date October 1, 1925, plus additions and betterments, 


for property not used in the public service. 
P.U.R.1929A. 
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[3, 4] The Commission allowed the sum of $5,818,000 for 
the item of going value in its determination of the fair value 
of the company’s gas department as of October 1, 1925. The city 
now claims this allowance is excessive and should be reduced. 
City’s estimate of going value as shown on their Exhibit No. 
5-A is $1,990,000 and as shown on their Exhibit No. 21 is 
$1,912,000. The Commission allowed $5,818,000 as the proper 
amount for going value in this case after due consideration of 
all the evidence in the case. There has been a great deal of 
theory injected into the case at bar relative to what this Com- 
mission and other Commissions have allowed as going value in 
other cases, but going value is peculiar to each and every case 
and can only be determined from the evidence and facts sub- 
mitted. There are very few if any real facts touching on the 
going value of this property brought forth at this time, and the 
Commission will not change the amount as found in its order 
as of date October 1, 1925. 

A summary of the above findings follows: 

Fair value as of October 1, 1925 $45,600,000 
Additions and betterments to December 31, 1927 .. 2,922,881 


$48,522,881 
Deductions 
Reduced value of C. I. Mains .........cccccccee.- $560,000 
Unused property 


1,505,000 


New total as of December 31, 1927 $47,017,881 


The Commission is, therefore, of the opinion that the present 
fair value of the gas department of the Laclede Gas Light Com- 
pany, including all elements of property, tangible and intangible, 
and considering said property as a going concern in successful 
operation, is the sum of $47,000,000. 


Annual Depreciation Requirement 

[5-7] The company, by order of this Commission, is now set- 
ting aside as a depreciation requirement, a sum equal to one per 
cent of its depreciable property. The Commission is of the opin- 
ion that the present depreciation reserve fund should be increased 


to $2,500,782.03 as of December 31, 1927, to include sums trans- 
P.U.R.1929A, 
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ferred by the company to its contingency fund and otherwise 
improperly charged to its depreciation reserve fund. 

The company has submitted considerable evidence relative to 
the exhaustion of their present depreciation reserve and states 
their estimate of the value of property to be retired during the 
years 1928 and 1929 is the sum of $1,450,000. The city coun- 
ters by showing that if the company had started their deprecia- 
tion fund during the early years of their existence, there would 
be a substantial and adequate sum in the reserve at the present 
time. 

It is true that the present consumer should not be compelled 
to pay for the failure of the company to protect its investment in 
the past, and the Commission is of the opinion that a large 
amount of the property now being retired, was constructed prior 
to the organization of a depreciation reserve fund and on such 
items of property the company will not be allowed to make a full 
deduction from the fund, but notwithstanding this feature of the 
problem, the fact remains that both the company’s witnesses and 
the city’s witnesses testified in effect that the present allowance 
of one per cent will not adequately provide for future deprecia- 
tion of a gas plant such as this company operates. 

In view of this evidence and testimony introduced by both the 
city and the company, the Commission is of the opinion that in 
order to protect the gas property of the company, an annual de- 
preciation allowance of 14 per cent of the depreciable property 
is necessary. 

The courts have said time and again that a utility is allowed 
a fair rate of return on the fair value of its property used and 
useful in the public service; that such rate should reflect the 
character and location of the business, the risk taken and all 
relevant facts in connection with said business. 

The Commission by its order of November 20, 1926, 16 Mo. 
P. S. C. R. 114, P.U.R.1927B, 1, in the valuation case of this 
Company found that a reasonable return, at that time was within 
a minimum of 7 per cent and a maximum of 8 per cent of the 
fair value of the property. 

[8] The Commission does not guarantee a certain rate and 


company’s Exhibit No. 1 shows that the company earned but 
P.U.R.1929A. 
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6.04 per cent in 1926 and 5.66 per cent in 1927 on its book 
value. If operating expenses and property account are adjusted 
to correspond with the above findings of the Commission, it 
shows that the company earned a rate of return equal to 6.5 
per cent in 1927. 

The company now says the Commission should allow an 8 per 
cent return in order that the company may earn the average of 
the fair allowance of the Commission over a period of time. 
However, the company on its Exhibit No. 1 makes claim for 
only 7.37 per cent based on its book value, operating expenses 
and claimed depreciation. 

The city’s claim that 6 per cent is a fair allowance for rate 
of return at this time is based to a large extent on the present 
money market and the yields of gas bonds of a number of the 
larger gas companies of the United States. 

The city’s case appears to be practically identical with that of 
the appellants in McCardle v. Indianapolis Water Co. 272 U. S. 
400, 71 L. ed. 154, P.U.R.1927A, 15, 31, 47 Sup. Ct. Rep. 144. 
In that case a study of the rates of yield to investors on 524 
flotations of bonds between July, 1921, and February, 1924, in- 
clusive was offered and Mr. Justice Butler, delivering the opin- 
ion of the Supreme Court of the United States said: 

“Tt is obvious that rates of yield on investments in bonds plus 
brokerage is substantially less than the rate of return required 
to constitute just compensation for the use of properties in the 
public service. Bonds rarely constitute the source of all the 
money required to finance public utilities; and investors insist 
on higher yields on stock than current rates of interest on bonds. 
Obviously, the cost of money to finance the whole enterprise is 
not measured by interest rates plus brokerage on bonds floated 
for only a part of the investment. The evidence is more than 
sufficient to sustain the rate of 7 per cent found by the Commis- 
sion, and recent decisions support a higher rate of return.” Cita- 
tions of numerous cases. 

The Kansas supreme court in a decision handed down on June 
9, 1928, in Wichita Gas Co. v. Public Service Commission, 


P.U.R.1928D, 124, 268 Pac. 111, accepts the above opinion in 
F.U.R.1929A. 
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McCardle v. Indianapolis Water Co. supra. Eight per cent 
was allowed in the Wichita case. 


In Re Cumberland & Allegheny Gas Co. (P.U.R.1928B, 20, 
86) the West Virginia Commission said: 


“The mandate of the courts and the judgment of Commissions 
generally dictate a return of 8 per cent for natural gas utilities.” 


Other recent decisions in which the Supreme Court of the 
United States affirmed rates of return of 8 per cent are: Ottin- 
ger v. Brooklyn Union Gas Co. (272 U. S. 579, 71 L. ed. 249, 
P.U.R.1927A, 39, 47 Sup. Ct. Rep. 199) affg. [7 F. (2d) 628, 
P.U.R.1926A, 412]; Ottinger v. Consolidated Gas Co. (272 
U. S. 576, 71 L. ed. 248, P.U.R.1927A, 37, 47 Sup. Ct. Rep. 
198) affg. [6 F. (2d) 243, P.U.R.1925B, 773]. 

[9] The Commission as previously stated, cannot guarantee 
any definite rate of return. Its duty is done, when after careful 
consideration it fixes a fair rate of return. The management 
must then endeavor to earn the allowance. Furthermore, the 
Commission cannot fix a rate of return that will allow a utility 
to recoup any loss sustained by reason of its failure to earn 
what is considered fair. Past earnings of a company, when 
found excessive, cannot be taken from said company for the bene- 
fit af future consumers and likewise future consumers shall not 
be required to reimburse a company for past losses. See Public 
Utility Comrs. v. New York Teleph. Co. 271 U. S. 23, 70 L. 
ed. 808, P.U.R.1926C, 740, 46 Sup. Ct. Rep. 363. 


Revenues and Expenses 

The Commission’s accountants estimated the net income for 
the year 1927 to be the sum of $3,024,074, which amount con- 
sists of $21,500 salary to the chairman of the board of directors 
and of $5,000 expense for radio broadcasting. These items of 
expense will not appear in 1928 and should be omitted from our 
calculations. 

The city maintains that the cost of the gas purchased is greater 
than the manufacturing costs experienced of the company and 
that such purchases and costs are not extended over a long enough 
period to intelligently forecast the effect on the operating ex- 


penses. 
P.U.R.1929A. 
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The average cost of gas made during the year 1926 was 20.31 
cents per thousand cubic feet exclusive of laboratory and holder 
expense which averaged 1.7 cents per thousand cubic feet. The 
contract price of gas purchased from the St. Louis Gas & Coke 
Corporation is 25 cents per thousand cubic feet for the first 
150,000,000 cubic feet purchased in any one month and 223 
cents per thousand cubic feet for all over 150,000,000 cubic feet. 


[10] The present method of estimating a correct schedule of 
rates will be based on the 1927 operating statistics and the future 
cost of gas will not appear and, therefore, if greater than the 
past, will in no way reflect a rate which would be unreasonable 
to the consumers. The Commission, however, looks with concern 
upon the company’s paying a price for gas that appears in excess 
of their cost to manufacture, and if such costs should indicate 
the future operating expenses were not benefited to the extent 
of off-setting the increase, the Commission will disallow the add- 
ed costs. 

The Commission’s accountants have found the total operating 
expenses of the gas department for the first eight months of 1927 
to be $2,756,852, which extended to its annual equivalent is the 
sum of $4,135,278. In view of the evidence herein, the Com- 
mission is of the opinion that the sum of $4,100,000 is a fair 
amount of expense on which to base this proceeding. 


Schedule of Rates 

It will be noted that the present monthly minimum charge is 
50 cents for which 500 cubic feet of gas is given, whereas the 
proposed minimum charge is 90 cents for which 400 cubic feet 
of gas is given. To support its claim that the monthly minimum 
charge should be 90 cents, the company has allocated its prop- 
erty and operating expenses in accordance with the theory known 
as the three-part rate theory, and deduces a result tending to 
show that if the rates were to be built upon said theory, the mini- 
mum charge would be 90 cents. The company does not seek 
to put into effect a three-part rate schedule but uses that basis of 
allocation of costs to show what the minimum monthly bill should 
be, particularly for the small customer. 


[11-13] The company contends that it has on its system a 
P.U.R.1929A. 
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large number of customers who use very little gas, so small an 
amount that the revenue received from this class of customers 
as determined by the present rates does not pay for the service 
rendered such customers. Some of them are called convenience 
customers. It is a fact that with a relatively small minimum 
monthly charge the customer may, by using the amount of gas 
allowed by the minimum charge, get service for which he does 
not fully pay. But on the other hand, the rates are made to 
apply to a class of consumers as a group and not to individual 
consumers. The characteristic features of the load caused by 
the class as a whole play the important part in determining the 
schedule of rates to be charged that class of consumers as com- 
pared to the schedule to be charged consumers of another class. 
There must necessarily be some discrimination between individ- 
ual consumers within a given class but so long as the discrimina- 
tion is not unfair or undue the rates may be taken as fair. 

[14] It appears from the evidence the company considers 
that the present schedule of rates places a part of the burden of 
serving the small consumers upon its larger consumers. By 
its proposed schedule it would shift a part of that burden from 
the larger consumers. Such can be done without disturbing the 
total gross revenue, but care must be exercised to prevent the 
placing of an undue burden upon any class of consumers. Fur- 
thermore, to so shift the burden as proposed in this case, allows 
a lower rate for the service to the larger consumers and promotes 
the sale of gas to such customers. It also encourages the consum- 
ers to use more gas. We find no fault with the company in try- 
ing to promote its business but every class of consumer should 
bear its just share of carrying on the business, as well as its 
share of promoting the business. If the small customer is made 
to bear the cost of promoting a new class of customer or business, 
the going concern value later accruing in that new business 
should belong to small customers and not the company. 

However, going back to the thought above that the small cus- 
tomer should not create such a burden as to cause unfair discrim- 
ination within the class, an analysis of the company’s exhibits 
will show there should be some adjustment, though not so great 


as the company pictures. Sheet No. 6 of Exhibit No. 3 shows 
P.U.R.1929A. 
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the company now has an average of 196,593 meters, and we as- 
sume al! customers are metered, through which an average hour- 
ly amount of gas equal to 24,406,973 cubic feet may be taken 
so far as services and meters are concerned. The size of meters 
vary from a so-called 5-light meter to a 200-light B meter. These 
have an hourly capacity of 94 cubic feet to 3,200 cubic feet. We 
understand each of the customers may take at any time the full 
amount of gas indicated by the meter, and more, but for general 
comparisons the size of the meter fairly indicates the service the 
customer may have. The 5-light meter appears to be the small- 
est set. The evidence shows there are many customers who would 
not demand the amount provided by a 5-light meter. However, 
the company contends that the limits of practical construction 
requires the installation of services that would if desired by the 
customer supply the gas that a 5-light meter would properly 
measure and that it is not practical to purchase a stock of smaller 
meters. This contention was not contradicted. That, therefore, 
means service must be run and meter set of sufficient size to 
serve a load as large as 94 cubic feet of gas per hour, whether 
the customer desires it or not. That size of installation will 
serve the ordinary domestic customer. The evidence shows that 
of 196,593 meters, 156,986 are 5-light meters and that there are 
166,095 domestic customers. It is apparent the majority of the 
5-light meters serve domestic customers. 

[15] Now to get some idea of how the expenses should be 
allocated to each customer, the entire system owned and operated 
by the company may be in a general way separated into two 
parts. One part is that equipment used to produce the gas, the 
other that used to deliver it to the customer. Gas companies 
secure their gas supply from different sources. Some have the 
gas delivered to a certain point on its system at a certain price, 
as those companies who purchase natural gas from some pipe line 
company. Other companies manufacture all the gas needed at 
a plant of its own. The applicant company manufactures a part 
of its requirements, both as coal and water gas, and purchases 
its other requirements, some of which is gas low in heat value, 
and some of which is gas high in heat value. This gas is all 


taken by the company, treated and brought to a more or less uni- 
P.U.B.1929A. 
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form heat value before being released to the customer. All of 
the expenses of manufacturing, bringing together and treating, 
constitutes the production cost of the total amount of gas to be 
sent out by the company. Such gas is stored in holders to await 
the customer’s call. The second major part of the system is 
equipment needed to take the gas from the holder to the consum- 
er. The cost of that equipment should be divided among the 
customers as their class demand may require. If the customers 
were so grouped and located that one set of pipes could be extend- 
ed from the holders to the domestic customers, another to indus- 
trial customers, and another to the house-heating customers the 
problem of allocating this part of the system to the various classes 
of consumers would be simple. In the absence of such an ar- 
rangement it becomes necessary to allocate the system to the 
various consumers on the basis of their respective demands. 

[16] It is not possible to point out any particular part of 
the system and say that part is provided for a particular cus- 
tomer. When extending its mains to serve a new customer the 
company does not install a pipe just large enough to give that 
customer satisfactory service and enlarge the original pipe back 
to the holder sufficiently to carry the added load. The pipe in- 
stalled is large enough to take care of all customers that may, in 
an estimated future time, receive gas through it. The size of 
the pipe is determined by the experience and judgment of the 
company’s experts. Furthermore, the size of the pipe does not 
vary in direct proportion to the number of customers, their de- 
mands being equal or not. There is a diversity between custom- 
ers in the use of the gas so as the number of customers increase 
the cost per customer of providing mains to serve them becomes 
less. The sum of the individual demands of the customers in 
any one class produces the total demand made by that class on the 
distribution system. With that information for each class the 
distribution system can be allocated to the various classes of con- 
sumers, and from that the part that each customer should bear. 
However, the class demands do not appear in evidence in this 
ease, and the allocation of costs will be made on a basis that 
should produce fair results. 


[17] As mentioned above, there is a minimum practical limit 
P.U.R.1929A. 
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below which the company cannot economically go in the installa- 
tion of services and meters, that minimum service and meter 
being sufficient to serve a customer who would require 94 cubic 
feet of gas per hour. Therefore, taking the investment in serv- 
ices and meters, as shown by the company, and allocating the 
cost on the basis of the respective demands, the results are as 
follows, see sheet No. 3 of company’s Exhibit No. 3. 


Gas services 
Meters 


ME Sie Rests dsneiewecskateesandeneedaasseNeseeeens $8,668,925 


[18] The maximum hourly demand, as shown on Sheet No. 
6 of company’s Exhibit No. 3, is 24,406,973 cubic feet, so that 
the investment in services and meters is 35.51 cents per cubic 
feet of demand. The minimum amount of investment then per 
service, based on a 94 cubic feet demand, is $33.38. Allowing 
9 per cent for return and depreciation, the monthly charge per 
customer to cover services and meters is 25.03 cents. It may 
be that the cost per cubic foot of capacity of service is less for 
larger services, and it might appear that an excessive portion of 
the investment is being shifted to large customers, such as indus- 
trial and house-heating customers, but we cannot overlook the 
fact that St. Louis is an apartment city and that a large number 
of domestic customers in apartment houses and also in business 
houses are served by one service line. The basis of the alloca- 
tion appears to be a fair average. The allocation of the invest- 
ment in mains is somewhat different. Even though every cus- 
tomer may require the installation of a 5-light meter and service 
for practical purposes, the mains and trunk lines are not so in- 
stalled. Many of the so-called domestic consumers may and do 
require as low as 20 cubic feet per hour as a maximum demand, 
so that the size of mains and trunk lines is not fixed by the sizes 
of meters and services but by the integral of all of the actual 
demands of the various consumers, the diversity of their demands 
having an important part in fixing the size of main required. 
The rates and charges should reflect such conditions. The com- 
pany by its Sheet No. 3, Exhibit No. 3, shows that $14,189,615 
is invested in trunk lines and mains. The Commission has de- 


ducted $560,000 for reduced value of mains, so allowing 9 per 
P.U.R.1929A. 
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cent for return and depreciation it appears from the evidence 
herein that the consumer whose demand is no greater than 20 
cubic feet per hour, should pay as a fixed monthly charge the 
sum of 8.37 cents to bear such consumers’ requirements in mains 
and trunk lines. The larger consumer should of course pay a 
larger amount. The company does not appear to desire to put 
in a service charge varying directly as the demand but to have 
a part of it spread over the gas used. This is especially true in 
the schedule proposed for the domestic class of consumers. The 
proposed schedules for the other classes reflects a demand plus 
consumption type of rate. 

[19] In addition to the investment as allocated above to each 
consumer and the consequent fixed charges to be borne by such 
consumer, the company has certain operating expenses caused 
by each consumer regardless of whether gas is used or not. 
Some of these expenses are meter reading, billing, collecting, and 
consumers’ complaints. On page No. 4 of company’s Exhibit No. 
3 the company shows a commercial expense of $407,869.02, 
which covers billing, meter reading, and collecting, and amount 
to about the same expense for each meter, regardless of size of 
meter and amount of gas used. Therefore, the commercial ex- 
pense, as so understood, should be divided equally among all 
meters. Doing so produces a monthly cost per meter of 17.29 
cents. Each customer’s monthly bill should contain that amount 
whether gas is used or not. 

[20] Summing up the above charges that appear may be just- 
ly charged direct to each consumer, we have a monthly charge of 
25.03 cents plus 8.37 cents plus 17.29 cents, or a total of 50.69 
cents that the smallest consumer should pay. The remaining 
expenses and allowances for depreciation and return may justly 
be spread over the gas sold. The total value of property, as 
found by the Commission is the sum of $47,000,000, of which 
$22,298,540 has been considered, leaving a remainder of $24,- 
701,460. The yearly operating expenses, as determined by the 
Commission are $4,100,000, of which the sum of $407,869 has 
been considered. Allowing 9 per cent for return and deprecia- 
tion on $24,701,460 plus the operating expenses reduced by 


$407,869, there is to be produced by the sale of gas the sum of 
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$5,915,262. This amount requires a charge of approximately 90 
cents per thousand cubic feet of gas sold. 

[21] The company requests authority to put into effect a 
minimum charge of 90 cents per month for which it will allow 
the use of 400 cubic feet of gas. The proposed charge does not 
appear to be fair. The company is seeking relief from the so- 
called convenience user and if allowed the above charge of 50.69 
cents per month, it has been given that relief and the consumer 
should be given the privilege of using the gas as he may desire, 
and at least should not be taxed for not using the gas. The pro- 
posed minimum monthly charge, after taking out the 50.69 
cent charge, will pay for about 440 cubic feet of gas at 90 cents 
per thousand cubic feet. The evidence shows there are 16,498 
consumers who use 400 cubic feet or less of gas per month. Un- 
der the proposed schedule these consumers would be required to 
pay for service they do not need or take. 

[22] The Commission is of the opinion a minimum charge 
per month which allows the consumer to take earlier advantage 
of a lower step in the rates is preferable to the so-called service 
charge. While the resulting revenue derived must be the same 
in either case, the Commission has found that a great many 
companies, and especially so with the larger ones, have found it 
a great task to explain and convince customers that a tangible 
service is being rendered to cover the service charge, and the 
result in many instances is unsatisfactory. 

[23] It, therefore, appears fair that the company should be 
allowed to file for approval, a schedule of rates that will produce 
a return of 74 per cent on a fair value of $47,000,000, reflecting 
or containing a minimum net charge per month of 75 cents for 
which 300 cubic feet of gas is given the domestic consumer, and 
a maximum charge of 95 cents per thousand cubic feet of gas 
consumed by any customer per month. . 

[24] The Commission, in fixing a maximum rate of 95 cents 
per thousand cubic feet of gas, considered the fact that a flat 
charge of 90 cents per thousand cubic feet for all gas sold would 
only produce the allowable revenue without any provision for a 
sliding scale of rates. Due to the difference in load factor and 
diversity factor of the various consumers, a schedule containing 
P.U.R.1929A. 
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a sliding scale of rates must be used to avoid discrimination be- 
tween classes of consumers and between individual consumers. 
The charge of 95 cents per thousand cubic feet of gas will allow 
a block schedule with reductions as the amount of gas used be- 
comes greater. 

The company may submit for approval a schedule of rates 
applicable to all classes of consumers conforming to the findings 
herein above made and furnish at the same time data to show 
the gross revenue said schedule will produce, and that there 
will be no undue discrimination in the application of rates there- 
in contained. 


Ing, Chairman, Hutchison and Painter, Commissioners, con- 
cur; Porter, Commissioner, concurs in separate report; Calfee, 
Commissioner, dissents in separate report. 


Porter, Commissioner, concurring: I concur in part in the 
results of this report for the following reasons: 

Valuation: This Commission, in Case No. 1673, Aluminum 
Goods Mfg. Co. v. Laclede Gas Light Co. 16 Mo. P. S. C. R. 
114, P.U.R.1927B, 1, determined the fair valuation of the gas 
property, as of October 1, 1925, used and useful in the public 
service, to be the sum of $45,600,000. I had no part in these 
proceedings as I had disqualified myself. However, this valua- 
tion was accepted formally both by the city of St. Louis and the 
company, and I am not prepared to challenge the correctness of 
the findings. In the present case all parties used this valuation 
as a basis for their computations. 

The company challenges the right of the Commission to re- 
consider this valuation in the present case, basing its challenge 
upon the fact that it was not formally notified that the former 
valuation was to be reconsidered. In this, I believe, it is clearly 
wrong as any proceeding before this Commission which has for 
its object an increase of gross revenues for a utility must of ne- 
cessity consider the valuation as of the date of the proceedings. 
A previous valuation is useful only in so far as the record shows 
that prices and conditions have not changed. “In determining 
the price to be charged for gas, electricity, or water the Com- 


mission may consider all facts which in its judgment have any 
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bearing upon a proper determination of the question although 
not set forth in the complaint and not within the allegations con- 
tained therein, with due regard, among other things, to a reason- 
able average return upon capital actually expended and to the 
necessity of making reservations out of income for surplus and 
contingencies.” Section 10491, Revised Statutes of Missouri, 
1919. 

This record is silent as to changes in value in the last two years 
of a large proportion of the company’s property. There is much 
testimony in regard to changes in value of the company’s mains 
and in regard to the change in the value of the intangible item 
known as going value. There is also much contradictory testi- 
mony as to the number and value of items of property that have 
become nonused in the public service. 

The Commission’s report discusses fully the evidence as to 
decreases in value due to decrease in the costs of the mains and 
to property not now used and I am in accord with its findings. 
The going value of $5,818,000 was a part of the previous valua- 
tion of this property and as stated above said valuation was for- 
mally accepted by all parties. Mr. Bauer, the city’s principal 
witness on going value, did not give much tangible evidence to 
support his contention that the going value should be reduced. 
In fact under cross-examination he replied as follows: 

Commissioner Calfee: ‘Do you really think under your the- 
ory there has been a change in conditions in the last couple of 
years as affecting this case ?”’ 

Answer: “No, I could not say, if my view of what is going 
value and how it should be regarded were taken, there has been 
no change, nor would there have been any such valuation allowed 
as there was here for going value.” (Italics my own.) Tran- 
script p. 884. 

Mr. Bauer further stated that “the courts and authorities have 
not given definite recognition to it (his conception of going 
value).” Transcript p. 883. I am of the opinion that upon 
this record the Commission could not do otherwise than adopt 
their previous findings as to going value. 

Depreciation: I am not in full accord with the discussion in 


the report on depreciation. A public utility has an indefinite life. 
P.U.R.1929A. 38 
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It does not cease to exist at the end of any given period unless 
there should come a newer and improved method to render the 
same service. Many of the smaller units of the utility property 
are replaced at the end of their useful life in the ordinary course 
of maintenance and are charged to operating expenses. For this 
reason I am of the opinion that the depreciation reserve fund 
should be sufficiently large to replace the larger units as these 
wear out. In a large plant such as the Laclede Gas Light Com- 
pany these replacements eventually become fairly uniform over 
a period of years. The Commission is not supposed to give the 
company a return for depreciation that will permit it to build 
up a large fund and I am of the opinion that the 1} per cent 
allowed in the report is approximately correct. 

I disagree with the Commission in applying this 14 per cent 
to the investment cost. In valuing the property for ratemaking 
purposes the Commission based its conclusion upon its present 
value and not upon its original cost, and in view of the long 
line of court decisions it could not do otherwise. 

“But if it was essential to adopt that method for ascertaining 
the value of the property to which the rates were applied, it is 
not easy to see why it should not be adopted in estimating the 
amount needed to replace that property when it is worn out or 
becomes obsolete and worthless. If the company paid $100,000 
for property now only worth $10,000, it would be grossly unfair 
to the public to base its annual depreciation on its cost, and if 
on the other hand, the company paid $10,000 for property now 
worth $100,000, it would be equally unfair to it to compel it 
to sell that property to the public at 10 per cent of its real value. 
These conclusions seem to be self-evident, and while there is au- 
thority to the contrary, they are supported by the reasoning in 
such cases as the Havre de Grace & P. Bridge Co. v. Public Serv- 
ice Commission, 132 Md. 16, P.U.R.1918D, 484, 103 Atl. 319; 
Knoxville v. Knoxville Water Co. 212 U. S. 1, 53 L. ed. 371, 
29 Sup. Ct. Rep. 148, and Michigan Pub. Utilities Commission 
v. Michigan State Teleph. Co. 228 Mich. 658, P.U.R.1925C, 
158, 200 N. W. 749, and from the standpoint of fair play both 
to the company and the public are inevitable. To require the 


company to sell its service at rates which made no provision at 
P.U.R.1929A. 
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all for the replacement or repair of the property when worn out 
or obsolete, would be plain confiscation, and to require it to sell 
it at rates which make an inadequate provision for the return 
of its value, when worn out or obsolete as a result of public 
service, can be no less. 

“Counsel for the Commission suggests that to restore value 
would be to ‘require the financing of additions to plant, to the 
extent of the excess of replacement over original cost of property 
replaced, by the public, which would in turn have to pay a return 
on the capital thus required.’ The meaning of that suggestion 
is not altogether clear, but if it is that the company is entitled 
to the return of anything less than the value of its property it 
cannot be sustained. Money deducted from earnings to replace 
equipment which has become worn out or obsolete, by other 
equipment of the same character and the same value, adds nothing 
to the company’s resources but merely keeps them at the same 
level.” (Italics my own.) West v. United R. & Electric Co. 
(Md. Ct. App.) P.U.R.1928D, 141, 172, 142 Atl. 870. 

The company contends for a much higher return for deprecia- 
tion and gives as an example of the need for same, the city of 
St. Louis’ recent change from gas to electricity for street light- 
ing. This is not depreciation. This is one of the hazards of 
the game which makes necessary in financing a seven to eight 
per cent return. If it were possible to guarantee that all prop- 
erty would pay a return and at the end of its useful life would 
either be replaced or paid for, then the Commission would be 
justified in authorizing a smaller return. The state, through the 
Commission, does not allow a return based on what the traffic 
will bear because of the monopolistic privileges granted, and it 
does not place the return at the low figures received for govern- 
ment securities because of hazards such as testified to in the 
present case. 

Rate of Return: I concur in the discussion, and in the rate 
of return found in the Commission’s report. 

Rates: I am in accord with the rate schedule found in the 
report. The old schedule discriminated against the good cus- 
tomer of the company and in favor of the “convenience user.” 
Contrary to popular belief the “convenience user” is not found 
P.U.R.1929A. 
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as a rule among those of small income. He is found among 
those whose income and inclination permits them to eat away 
from home and who, having the same equipment as other cus- 
tomers, uses gas infrequently. The new rates are aimed to cor- 
rect this situation and will undoubtedly distribute the cost of 
service more equitably. The maximum increase to any one cus- 
tomer will be 44 cents. 

The proposed rates are slightly discriminatory in favor of the 
industrial user. In resubmitting their rate schedules the com- 
pany can and should remove this discrimination. 


Calfee, Commissioner, dissenting: I am not in accord with 
some of the findings and conclusions as set out in the report and 
order of the Commission in this case, particularly with reference 
to valuation and rate of return. I cannot agree to a valuation of 
$47,000,000 for the used and useful property of the Laclede 
Gas Light Company, as found in the Commission’s report, and 
think that this figure should be materially reduced. 

In determining the questions now before us, it is necessary to 
notice the proceedings of this Commission in another case con- 
cerning this same company, Case No. 1673, in Aluminum Goods 
Mfg. Co. v. Laclede Gas Light Co., submitted March 11, 1926, 
and decided by this Commission November 20, 1926, and which 
will be hereinafter referred to as the Valuation Case. Said 
case will be found reported in 16 Mo. P. S. C. R. 114, P.U.R. 
1927B, 1. In that case the Commission found the fair value of 
the gas department property of the Laclede Gas Light Company, 
as of October 1, 1925, to be $45,600,000, including a going value 
of $5,818,000. Also, in that case we fixed the annual deprecia- 
tion allowance at one per cent of the original cost of the depre- 
ciable property in the gas department, or $249,000 a year, 16 
Mo. P. 8. C. R. 1. ¢. 197. 

In the present case the company is now before the Commis- 
sion asking, among other things, for an increased annual de- 
preciation allowance. It will be seen that the company has 
sought to obtain the relief to which it thinks it is entitled by 
two different proceedings. In the Valuation Case, above referred 


to, it stressed valuation and there was not much controversy 
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about the annual depreciation allowance. In the present proceed- 
ing it seeks to retain the benefits of the findings in the Valuation 
Case as to value but to have the Commission increase the allow- 
ance to it to cover annual depreciation. There is nothing im- 
proper in this method of proceeding, in and of itself, and correct 
results would probably be reached in the present case if the com- 
pany proceeded upon the same theory, and its evidence was along 
the same general line as in the preceding case, and here arises 
the difficulty. 

In the Valuation Case the company offered much evidence 
tending to show that there was very little accrued depreciation 
in its property, that its various units of property were well main- 
tained and long lived (with reference to the distribution system 
there was some evidence offered by the company tending to show 
that the life of its mains would be almost unlimited), and that, 
taking their property as a whole, there was a very small rate of 
depreciation from year to year. The effect of this testimony 
was, of course, to show a very high per cent condition and to 
greatly lessen the amount of accrued depreciation, thereby secur- 
ing for the company the highest possible valuation of its prop- 
erty. It is true that the Commission did not adopt the theories 
of depreciation urged by witnesses for the company, but it is 
also true that the Commission considered this evidence and gave 
it material weight in arriving at the amount of accrued deprecia- 
tion in the property in the Valuation Case. 

In the present case it seems clear to me that the company is 
proceeding upon a different theory and has offered evidence tend- 
ing to show conditions quite different from those shown by its 
evidence in the former case. It now offers evidence tending to 
show that the lives of its various units of property are not so 
long, that there is a considerable degree of depreciation accruing 
in its property from year to year, and some of its testimony in 
this case might be taken to indicate an approaching obsolescence, 
in the near future, of a considerable part of its property. All 
this evidence was, of course, offered by the company for the pur- 
pose of showing that it should have an increased annual deprecia- 
tion allowance. The report of the Commission finds that this 
allowance should be increased from 1 per cent to 13 per cent per 
P.U.R.1929A. 
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annum and with this finding I agree. But in the light of the 
evidence now offered by the company itself, I am convinced that 
the finding of the Commission in the Valuation Case as to the 
value of the gas property should likewise be modified, that the 
amount of accrued depreciation in the gas property should be 
increased, thereby diminishing the fair value of the property. 

It seems clear to me that there is an obvious relation between, 
and interdependence of, accrued depreciation and the annual de- 
preciation allowance. Crudely expressed and reduced to its 
simplest elements, the idea might be illustrated as follows: A 
unit of property twenty years old, which had depreciated at the 
rate of 14 per cent per annum, would have a greater per cent of 
accrued depreciation and a smaller value than it would have if 
it had depreciated at the rate of only 1 per cent per annum. 
Furthermore, accrued depreciation and the annual depreciation 
allowance should be determined on the same theory and with 
some reference to the relationship which undoubtedly exists be- 
tween them. : 

“Tt seems entirely contrary to equity and sound reason that 
a different definition should be applied in the determination of 
the amount of accrued depreciation existing in a property and 
in the determination of the amount of depreciation currently 
accruing in the same property.”’ Whitten’s Valuation of Pub- 
lic Service Corporations (Revised Edition by Wilcox), Vol. 2, 
Paragraph 858, Page 1872. 

I have not had the time at my disposal to make any accurate 
computation as to the exact amount which should be deducted 
from the valuation found by the Commission in the former case 
on account of the reasons hereinabove set out. It might be very 
difficult so to do but the difficulty of so doing ought not to pre- 
clude the Commission from giving this phase of the case due con- 
sideration. It may be that at this time we could only fix a ten- 
tative valuation, leaving a final determination to be made at some 
future time when it is practicable. In any event, in the light 
of the evidence in the case now before us, I am satisfied that the 
finding on valuation in the former case should be modified in 


accordance with the views herein expressed. This decrease in 
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valuation should be in addition to the amounts deducted on ac- 
count of property not in use and decrease in the value of mains. 

I am also of the opinion, in view of the evidence in this case, 
that the amount included in the valuation for going value 
should be reduced to a figure not exceeding 10 per cent of the 
value of the company’s physical property. 

I also disagree with the finding contained in the report of the 
Commission as to the rate of return to which the company is 
entitled. I am willing to say that if the company, at reasonable 
rates and at rates which are economically possible, can earn a 
return of 7} per cent upon the fair present value of its prop- 
erty, such return is not excessive and the company should be per- 
mitted to earn it. But I am not willing to say that this Com- 
mission must, and should, fix a schedule of rates which will 
(theoretically at least), regardless of any other factor, give the 
company a 74 per cent return upon the value of its property. 

In this connection I quote from the report of this Commis- 
sion in the valuation case, 16 Mo. P. S. C. R. Le. 196, P.U.R. 
1927B, at p. 41. 

“Mr. Munroe, on cross-examination admitted that it would 
not be economically possible to earn an 8 per cent return on 
the company’s estimate of the reproduction cost of the property. 

“Mr. Harrop showed that an 8 per cent return on the valua- 
tion of the gas department property, claimed by the company 
would result in a 30 per cent increase in gas rates and would 
require a rate 19 per cent in excess of the rate voluntarily estab- 
lished by the St. Louis County Gas Company in St. Louis 
county.” 

It might not be economically possible for the company to earn 
a 74 per cent rate of return upon the value of its property, and 
if so, this Commission should not assume the burden of fixing 
a schedule of rates which, theoretically at least, will enable it , 
to do so. Neither courts nor Commissions can stop the operation 


of economic laws. 
P.U.R.1929A. 
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CALIFORNIA RAILROAD COMMISSION, 


RE DE LUXE WATER TAXI ASSOCIATION. 
{Application No. 14772.] 


RE H-10 WATER TAXI COMPANY. 
[Application No. 14814.] 
[Decision No. 20500.] 


Vessels — High seas and inland waters, 

1. A line three miles from shore was held not to be recognized by 
the courts as distinguishing high seas from inland waters, the former 
being defined as that portion of the sea which washes upon the coast 
and the latter as waters within the body of the country, p. 602. 


Certijicates — Commission jurisdiction — Inland waters. 

2. Proposed passenger operations over water between points on 
the coast and the anchoring grounds of the United States fleet, not 
being exclusively between points within a harbor line or other line 
drawn by any authority having jurisdiction so to do, setting out the 
boundaries between the high seas and inland waters of the ports in- 
volved, are not within the jurisdiction of the Commission so far as a 
certificate is concerned, p. 602. 


[November 16, 1928.] 


AppiicaTion of the operator of certain vessels for certificates 
of convenience and necessity; dismissed for lack of jurisdiction. 

Appearances: N. M. Todd, for De Luxe Water Taxi Associa- 
tion; John W. Carrigan, for H-10 Water Taxi Company; S. C. 
Hall, for San Pedro Transportation Company, protestant; 
Charles A. Bland, for Long Beach Chamber of Commerce and 
Long Beach Harbor Commission; John K. Hall, for the city of 
Long Beach. 


By the Commission: These applicants request the Commis- 
sion to grant them certificates of public convenience and necessity 
to operate vessels for the transportation of passengers between the 
Fifth street ferry landing at San Pedro harbor and the Pine 
avenue pier at Long Beach by way of “Battleship Row,” the 
designation given to the customary anchoring ground of the Unit- 
ed States fleet when in those waters. 


The applicants state that they will operate vessels on the in- 
P.U.R.1929A. 





RE DE LUXE WATER TAXI ASSO. 601 


land waters of the state of California, and they assume that a 
certificate from this Commission for such operation is required 
under the provisions of § 50 (d) of the Public Utilities Act. 
The material part of that section reads as follows: 

“(d) No corporation or person . . . shall hereafter begin 
to operate or cause to be operated any vessel for the transporta- 
tion of persons or property, for compensation, between points 
exclusively on the inland waters of this state, without first hav- 
ing obtained from the Railroad Commission a certificate. 

To discover the intent of the legislature in enacting § 50 (d) 
and the meaning of the words “inland waters” we may look at 
other sections of the Public Utilities Act. In § 2 (1) it is pro- 
vided that inland waters, as used in that section “includes all 
navigable waters within the state of California other than the 
high seas.” That provision merely differentiates such waters 
from “high seas,” so we are compelled then to look to the deci- 
sions of the courts to ascertain the meaning of both terms. Be- 
fore doing so, we will consider further the language of § 2 (1), 
of the Public Utilities Act, which, in its definition of common 
carriers, includes certain water transportation companies. Quot- 
ing that section: 

“The term ‘common carrier’ when used in this act, includes 

every corporation or person . . . operating or man- 
aging any vessel engaged in the transportation of persons or 
property for compensation between points upon the inland waters 
of this state, or regularly engaged in the transportation of per- 
sons or property for compensation upon the high seas on regular 
routes between points in this state.” 

The legislature seems here to have had in mind two types of 
water carriers, both of which are made common carriers; first: 
those operating “between points on the inland waters of this 
state,” and second: those operating “upon the high seas on reg- 
ular routes between points in this state.” It should be noted 
that subsection (d) of § 50, requiring certification of those car- 
riers operating “between points exclusively on the inland waters 
of this state,” was enacted subsequent to that portion of § 1 
above quoted. It is apparent that the legislature deemed it nec- 


essary to require the certification of only the first class of water 
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carriers mentioned in § 2, namely those operating between points 
upon the inland waters, as distinguished from those operating 
on the high seas. It should be noted, too, that in § 50 the word 
“exclusively” is added to the phraseology of § 2. 

It is proper to inquire what reasonable distinction the legisla- 
ture may have had in mind when differentiating between the two 
classes of water carriers. In the Wilmington Transportation 
Company cases (166 Cal. 741, 137 Pac. 1153 and 236 U.S. 151, 
59 L. ed. 508, 55 Sup. Ct. Rep. 276), it was held that a state 
may regulate the rates by the transportation of passengers and 
property wholly by water between two ports in the same state, 
even over a course which traverses the high seas. Water trans- 
portation of that class, usually termed a coastwise operation, is 
undoubtedly what the legislature had in mind when referring to 
the operation of vessels “upon the high seas on regular routes 
between points in this state.” It did not see fit, when subsequent- 
ly it enacted subsection (d) of § 50, to require a certificate from 
such carriers. 

[1, 2] It is clear that the class of water carriers which the 
legislature proposed to certificate was a class distinct from those 
engaged in a coastwise operation on the high seas. The proposed 
operations of these two applicants are between two distinct ports 
of this state and upon the high seas, unless the the term “high 
seas” should be held to mean those waters only which are beyond 
the outermost point to which the vessels of applicants navigate. 
The actual position at which the fleet now anchors is roughly 
from one to three miles from shore, but this position is subject to 
change at any time by the Navy Department. Applicants state 
merely that the fleet is a point which they will serve, but do not 
limit their operations to any given distance from shore. 

The question presented, then, is whether the legislature intend- 
ed, in enacting subsection (d) of § 50 of Public Utilities Act, 
to require the certification of those water carriers which operate 
between points in this state when traversing the open ocean with- 
in a line drawn three miles or at any other certain distance from 
shore, and not to require the certification of those which go be- 


yond that certain limit. We believe that the legislature did not 
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intend to make such a distinction, and that it must have had in 
mind an entirely different class of carriers when in § 50 it re- 
ferred to those operating “between points exclusively on the in- 
land waters of this state.” 

The Constitution of the state of California (Article X XI) 
provides that the territorial boundaries of this state shall extend 
three English miles from shore line. However, we do not be- 
lieve that the territorial boundaries of the state are determinative 
of the question here involved. From what we have said above, 
it seems clear that the legislature must have intended some other 
line to mark the distinction between “inland waters” and the 
“high seas.” If the term “inland waters” was intended to in- 
clude those waters only which have been recognized by the ad- 
miralty courts as such, which are the canals, lakes, streams, riv- 
ers, water courses, inlets, bays and arms of the sea between 
projections of land or other aids to navigation, there would have 
been a reasonable ground for requiring that vessels operating 
exclusively in such waters obtain a certificate while not imposing 
the same burden upon those engaged in coastwise trade. The 
courts have never recognized a line three miles from shore as dis- 
tinguishing “high seas” from “inland waters.” The high sea 
has been generally defined as that portion of the sea which washes 
the open coast. Inland waters, on the other hand, are those with- 
in the body of the country. (1 Corpus Juris, 1255, § 32, Kaiser 
Wilhelm Der Grosse, 175 Fed. 215.) 

The services proposed by both applicants are not exclusively 
between points within a harbor line or other line which has been 
drawn by any authority having jurisdiction so to do setting out 
the boundaries between the high seas and the inland waters of 
the ports of Los Angeles and Long Beach. We must conclude 
that the transportation services proposed by the two applicants, 
not being between points exclusively on the inland waters of this 
state, do not come within the jurisdiction of this Commission in 
so far as certification is required under § 50 (d) of the Public 


Utilities Act. 
P.U.R.1929A. 
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ILLINOIS COMMERCE COMMISSION, 


RE ILLINOIS POWER & LIGHT CORPORATION. 
[No. 18478 (Sub. 6).] 


Discrimination — Electric and steam-heating service — Change in 
operating method. 

A utility in fixing rates for steam-heating service formerly rendered 
more economically through the use of exhaust steam from local electric 
generation is not justified nor will it be permitted where, owing to 
the substituted use of transmitted current, it is necessary to make steam 
specifically for heating purposes at a greater expense, to impose on 
electric consumers as a group any part of such additional expense. 


[November 21, 1928.] 


Apprication for increased rates for steam-heating service; 
granted. 


By the Commission: The Illinois Power & Light Corpora- 
tion filed in due form new schedules of rates for steam-heating 
service in Decatur, Clinton, Danville, Bloomington, Champaign, 
Urbana, and Monmouth, Illinois and for hot water service in 
Mt. Vernon, Illinois. The rates thus proposed to be made effec- 
tive were found to constitute an increase over the rates now in 
effect and the Commission, therefore, issued a suspension order 
postponing the effective date of each and all of said schedules, 
pending a hearing and investigation as to the reasonableness of 
such new rates. All of these schedules were docketed as Case 
No. 18478; they were consolidated for the purpose of hearing 
but will be disposed of by separate order. 

Due notice of the filing of such schedules was given to each 
and all of the cities involved and the matter was set for hearing 
before the Commission at its office in Springfield on August 3, 
1928, and subsequent hearings were held on October 16, 1928, 
and on November 20, 1928. At the first hearing the following 
appearances were entered: 

Schuyler, Weinfeld & Parker by H. E. Wood and George W. 
Lennon for the petitioner, the Illinois Power & Light Corpora- 
tion. 

Maurice De Witt on behalf of the city of Mt. Vernon, Illinois. 


On behalf of the petitioner evidence was introduced tending 
P.U.R.1929A. 
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to justify and to support the reasonableness of the proposed rates. 
An inventory of the heating property of the Illinois Power & 
Light Corporation in the city of Mt. Vernon was made by Day 
and Zimmerman, Inc., a well known and competent engineering 
organization, and an exhibit embodying the inventory of this 
property and a valuation showing the estimated cost of reproduc- 
tion thereof new, less depreciation, and including also an estimate 
of the amount of working capital required for this property was 
duly submitted and introduced in evidence. 

The petitioner also presented an exhibit marked and intro- 
duced as Exhibit “E,” showing the present and proposed rates 
for heating service; detailed statistics showing the present and 
estimated operating expenses and earnings of the hot water heat- 
ing system under the present and the proposed rates. 

Full opportunity was given to attorneys representing the city 
to examine and to check the exhibits so submitted and to cross- 
examine the witnesses of the petitioner. No evidence was intro- 
duced on behalf of the city, nor was appearance entered for any 
other objector. 

[1] The evidence shows that this hot water heating property 
was originally constructed and was designed to be operated in 
connection with the electric generating plant and equipment at 
Mt. Vernon. In the early years of the electric industry it was 
common practice and indeed necessary to generate locally all of 
the electrical energy required in and about the municipality. 
Small electric plants were thus built in each city consisting of 
boiler plants and noncondensing engine equipment for the opera- 
tion of generators. In the operation of this character of engine 
equipment large quantities of exhaust steam were discharged into 
the atmosphere, and heating systems, extending usually from the 
plant to and around the business district in each city, were con- 
structed for the purpose of utilizing this steam which otherwise 
would go to waste. In this case as in case of all other heating 
systems involved in this proceeding the heating system does not 
cover more than a small part of the total area of the city and 
the heating service has been and is available for relatively few 
of the total number of residents of the city. 


The Illinois Power & Light Corporation by the construction 
P.U.R.1929A. 





606 ILLINOIS COMMERCE COMMISSION. 


of transmission lines has now been enabled to procure from large 
and efficient centrally located power stations a supply of electri- 
cal energy adequate to meet the needs of its electric service in 
Mt. Vernon as well as in all of the other communities here in 
question. In Mt. Vernon, the electric generating plant is not 
now operated and the heating plant is operated as an independent 
operation entirely apart from the electric utility. 

The principle is well established that each utility service in 
a community shall, so far as possible, pay its own way and the 
utility company in the determination of its electric and heating 
rates is not justified nor will it be permitted to impose on the 
electric consumers as a group any part of the burden of expense 
of maintaining and operating the heating system. 

The Commission has caused the exhibits embodying the inven- 
tory and valuation of the heating property at Mt. Vernon to be 
checked by its engineers, and the statistical and operating data 
submitted by the petitioner to be checked by its auditors. It will 
not be necessary that the Commission make a final and definite 
finding of value for the heating property, in view of the fact that 
the earnings under the proposed rates do not appear to afford a 
full measure of return. The Commission has not, therefore, re- 
quired its own engineering department, to make up a new and 
independent inventory and valuation. 

From the evidence submitted the Commission finds: 

That the present fair value of the property of petitioner used 
and useful for hot water service and including the cost of physical 
property with a reasonable allowance for overhead cost, working 
capital, and going value is not less than $114,594; that the ex- 
pense of operating the said hot water service for the year 1928 
will be approximately $16,535; that the gross revenue under 
the present rates will be approximately $11,000 and under the 
proposed rates for the year 1928 will be approximately $17,240; 
that the net earnings available for depreciation and return under 
the proposed rates will be approximately $1,705, an amount sub- 
stantially less than the amount required to meet the depreciation 
upon the property and leaving nothing for interest and return 
upon the company’s investment. 


Note.—A similar disposition was made in the application of this 
P.U.R.1929A. 
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same company for increased rates for steam-heating service in the 
following cases: Re Illinois Power & Light Corp. (Ill.) No. 18478 
(Sub. 2); Re Illinois Power & Light Corp. (Ill.) No. 18478 (Sub. 
3); Re Illinois Power & Light Corp. (Ill.) No. 18478 (Sub. 4) ; 
Re Illinois Power & Light Corp. (Ill.) No. 18478 (Sub. 5), Nov. 
21, 1928. 





CALIFORNIA RAILROAD COMMISSION, 


RE FAY WATER COMPANY. 
[Decision No. 20344, Application No. 15093.] 


Security issues — Renewal of notes — Authorization. 

While a utility may issue its notes payable not more than twelve 
months after the dates of issue without securing authorization, it can 
not renew such notes if the combined terms of the original notes and 
the renewal notes exceed the period of twelve months, or if the renewal 
notes are issued more than twelve months after the date of issue of the 
original notes. 

[October 18, 1928.] 


AppricaTion of a water company for authority to issue securi- 
ties; granted. 
Appearance: A. E. Campbell, for applicant. 


By the Commission: In this application Fay Water Com- 
pany asks the Commission to make an order approving certain 
construction work done by it, and the cost thereof, and the issue 
of certain notes, and authorizing it to issue two renewal notes 
in the aggregate amount of $8,000. 

Fay Water Company is a corporation engaged in the business 
of supplying water for domestic and other purposes in and about 
the town of Avila, San Luis Obispo county. In 1927 the com- 
pany reported total revenues at $7,919.90 and operating expenses 
at $6,475.88, leaving a balance of $1,444.02. For the eight 
months ending August 31, 1928, it reports revenues of $3,309.72 
and operating expenses at $1,773.41, leaving a balance of $1,- 
536.31. Its assets and liabilities, as of September 1, 1928, are 


reported as follows: 
P.U.R.1929A. 
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Assets. 
$96,027.00 
202.72 
491.00 


$96,720.72 


Capital stock 

Notes payable 

Accounts payable 

Reserve for depreciation 

Surplus 5,958.22 


Total liabilities $96,720.72 


The Commission, heretofore, has had occasion to inquire into 
the value of applicant’s properties and into its operating condi- 
tions. By Decision No. 17339, dated September 14, 1926 
(anno.) P.U.R.1927C, 254, it found ** a reasonable rate base 
for the operative properties the sum oi $60,000, after excluding 
nonoperative lands amounting to $40,000. 

Against the company’s properties, both operative and non-op- 
erative, are two short term unsecured 7-per cent notes; one for 
$5,000 in favor of Luigi Marre Land & Cattle Company, is dated 
September 1, 1927, and is payable one year after date of issue; 
and the other, for $3,000 in favor of Los Angeles First National 
Trust & Savings Bank, at San Luis Obispo, is dated June 12, 
1928, and is payable six months after date of issue. 

In connection with the issue of these notes it is reported that 
in the year 1921 the company had an insufficient supply of water, 
caused by the drying up of its wells, and was compelled to drill 
five new wells, to erect a new pump house, to buy new pumps 
and to lay additional pipe, all at a total cost of $10,632.20, which 
it financed, in part, through the issue of a $5,000 note to Luigi 
Marre Land & Cattle Company and a $3,500 note to the Com- 
mercial Bank of San Luis Obispo. The latter note was paid 
but the indebtedness in favor of Luigi Marre Land & Cattle Com- 
pany has not been discharged. 

Thereafter, in 1924, applicant found it necessary, due to a 
further shortage of water, to drill an additional well, to erect 
a pump house, to purchase a pump and motor and to lay a pipe 


line from the well to its tanks, all at a total cost of $5,010.58, 
P.U.R.1929A. 
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which it financed in part through the issue of a short-term note 
for $4,090 to Pacific-Southwest Trust & Savings Bank, now the 
Los Angeles First National Trust & Savings Bank. Of this 
amount $1,000 has since been paid, leaving $3,000 owing at this 
time. 

The notes originally issued in 1921 and 1924 to pay for this 
construction work were made payable at periods not exceeding 
twelve months after date of issue and since have been renewed. 
While it is true a utility may issue its notes payable not more 
than twelve months after the dates of issue without obtaining the 
consent of this Commission, it can not renew such notes if the 
combined terms of the original notes and the renewal notes ex- 
ceed the period of twelve months or if the renewal notes are is- 
sued more than twelve months after date of issue of the original 
notes. Here, applicant reports that it has renewed the two notes 
from time to time and it appears to us that such renewals should 
have been first authorized by this Commission. However, it 
clearly appears that applicant renewed its notes without author- 
ity from this Commission, through inadvertence and with no 
intent to evade the provisions of the Public Utilities Act or the 
rules of the Commission. When the matter was called to the 
company’s attention it filed this application for approval of the 
original notes and for authority to issue new ones. 

The Commission can not at this time enter an order approving 
the issue of the two original notes, as requested, nor does it seem 
necessary for it to make its order approving the original construc- 
tion work done by applicant and the cost thereof. The order 
herein, accordingly, will be limited to authorizing the issue of 
new notes in lieu of those the company attempted to issue with- 
out first obtaining the consent of the Commission, and the re- 


newal of such notes. 
P.U.R.1929A. 39 





610 NEW JERSEY BD. OF PUBLIC UTILITY COMRS. 


NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS. 


MARCUS FORSBERG 


v. 
PLAINFIELD UNION WATER COMPANY. 


Payment — Deposits to secure payment. 

1. Under the Board’s rules a public utility may require a customer 
to deposit with it a sum of money reasonable in amount to guarantee 
payment of bills, pending the establishment by him of his credit with 
the company, p. 612. 

Payment — Deposits to secure payment — Overdue bills. 

2. A company retaining a deposit against a certain customer pend- 
ing the establishment by him of his credit is not required to charge 
bills against such deposit until it is exhausted, and it may insist that 
when an overdue bill is charged against the deposit, payment be made 
to restore it to the original amount, p. 612. 

Service — Discontinuance — Improper action of consumer. 

3. The action of a water consumer in turning on service at his 
curb, which has been disconnceted for nonpayment, is in violation of a 
statute forbidding anyone without permission to interfere in any way 
with meters, pipes, or other connections of a water company, p. 612. 


Payment — Establishment of credit. 

4. A consumer required to make a deposit for the securing of 
future payments may, by prompt payment within time limits during 
the succeeding two years, establish his credit with the company and 
then be entitled to a return of his deposit with interest, p. 612. 


Payment — Discontinuance to enforce — Connection and disconnec- 
tion charges. 

5. Expense of connection and disconnection of service should not 
generally be borne by customers as a whole, but only by those who 
actually call for such service on the part of the company, which is 
justified in making such charge where service has been disconnected 
for nonpayment of bills, p. 612. 


[December 13, 1928.] 


CompLaint by a water consumer against disconnection of 
service; complaint dismissed. 

Appearances: Marcus Forsberg for the complainant; F. L. 
Winslow for the company. 


By the Board: This matter comes before the Board on com- 
plaint of Marcus Forsberg who stated that water service had been 


discontinued by the Plainfield Union Water Company for failure 
P.U.R.1929A. 





FORSBERG v. PLAINFIELD UNION WATER CO. 611 


to maintain a deposit of $10 with the company to guarantee pay- 
ment of bills. 

It appears from the testimony that Mr. Forsberg was a cus- 
tomer of the company at the present address, 1130 West Seventh 
street, Plainfield, from 1920 to 1926. During this period, being 
the owner of the property, he had no deposit with the company 
to guarantee payment of bills. In the fall of 1926 Mr. Forsberg 
tore down the house in which he was living and built a new one 
which was completed sometime in the Spring in 1927. On apply- 
ing for service for the new house, the company requested a deposit 
of $10 to guarantee payment of bills claiming that Mr. Forsberg 
had been delinquent in the payment of previous bills, delaying 
some of them for considerable periods of time beyond those 
ordinarily allowed. In one case paying for three-quarters of the 
year at one time. The company also claimed that when the first 
bill sent out for service in the new house, the bill being for $11.97, 
Mr. Forsberg deducted the amount of the deposit $10 plus 45 
cents interest sending the company a check for $1.52. This check 
was returned to Mr. Forsberg by the company with request for 
payment in full. A letter being sent by the company reading as 
follows: 

“We herewith return bill for balance still open together with 
your check for $1.52. We would thank you to kindly remit your 
check for $11.97 as this is now long overdue.” 

The same thing happened on each later occasion. The com- 
pany, therefore, later informed Mr. Forsberg that deposits were 
returnable only at the discretion of the company stating further 
that in this case his deposit was not returnable as the account was 
long overdue and it was because of such delinquency that such 
deposits were required. Again on October 2, 1928, the company 
wrote to Mr. Forsberg along similar lines but stated that no at- 
tention was paid to any of these letters by Mr. Forsberg. 

As a result of this condition a 7-day notice (the term of seven 
days being required by the Poard’s rules) was sent to Mr. Fors- 
berg stating that if payment was not received promptly service 
would be discontinued. In accordance with this notice service 
was duly discontinued, but was turned on by Mr. Forsberg. The 
company then again disconnected it and Mr. Forsberg, on four 
P.U.R.1929A. 
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occasions on the same day, turned on the water at the curb. The 
company then sent a man to dig up the curb box itself but Mrs. 
Forsberg prevented this action on the part of the company by 
standing over the box. The company then cut the concrete pave- 
ment and discontinued the service at the water main. It was at 
this point in the controversy that Mr. Forsberg complained to 
the Board. 

[1-3] The matter was duly heard on December 6th and facts 
established as stated above. While there had been a number of 
complaints made regarding the arbitrary actions of the water 
company, the facts in this particular case indicate that Mr. Fors- 
berg was delinquent on a number of occasions and as a result he 
was asked to pay the deposit to guarantee payment of bills. Un- 
der the Board’s rules, a public utility may require a customer to 
deposit with it a sum of money reasonable in amount to guarantee 
payment of bills pending the establishment by him of his credit 
with the company. The company is not required to charge bills 
against the deposit until it is exhausted. It may insist that when 
an overdue bill is charged against the deposit payment be made 
to restore it to the original amount. The record regarding the 
delay in payments indicates that the company acted properly in 
asking for a deposit. A complaint concerning this action of the 
company should have been made to the Board at that time. On 
the other hand, Mr. Forsberg’s action in turning on the water at 
the curb is in violation of a statute of this state enacted April 8, 
1903 which forbids anyone without permission to connect or dis- 
connect or in anyway interfere or tamper with meters, pipes, 
conduits, or other connection of the water company. 

[4,5] Prompt payments of monthly or quarterly bills is essen- 
tial in order to keep down the operating costs of a utility com- 
pany. Reasonable rules are necessary in order to protect the in- 
terests of the customers generally as well as that of the company. 
The Board in its rules provides that service may be discontinued 
for certain definite reasons but that before doing so, a company 
must send to the customer written notice to the effect that if pay- 
ment is not received within seven days from the date of the 
notice, that service would be discontinued. It would appear that 
such notice had been given and that they had been for a period 
P.U.R.1929A. 
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greater than seven days. The Board’s conclusion is that the bill 
should be paid in full and that the company may retain the de- 
posit. On the other hand, Mr. Forsberg by prompt payment 
within the time limits during the next two years, may establish 
his credit with the company and by such establishment will then 
be entitled to the return of his deposit with interest. Expense 
of connection and disconnection service should not generally be 
borne by customers as a whole but should be borne by those who 
actually call for such service on the part of the company. Rea- 
sonable charges for connection and disconnection are essential, 
if such expense is not to be borne by customers as a whole. 
Therefore the company is justified in addition to the charge for 
service, to collect a reasonable charge of cost of re-establishing 


the service in question. 





PENNSYLVANIA PUBLIC SERVICE COMMISSION, 


J. J. KINTNER 


v 


JOHNSTOWN TELEPHONE COMPANY. 


[Complaint Docket No. 7200.] 


Payment — Long distance security deposits — Telephones. 

The action of a telephone company requiring a subscriber, with 
whom it has had a dispute over a long distance bill, to deposit, more 
than the amount in question as security for payment of future bills, 
and in requiring his daughter, who then applied for service, to deposit 
more than twice that amount as a condition to service, was held an 
unreasonable application of a rule permitting the company to ask a 
deposit to cover “probable toll usage” as security for payment “where 
an applicant’s credit is not established.” 


[December 11, 1928.] 


Comptaint by telephone subscriber against certain practices 
of a telephone company; complaint sustained. 


By the Commission: This complaint alleges in substance 
that the practice of respondent, in determining the amount of 
advance deposit required from persons whose credit is not. estab- 
lished before telephone service will be furnished, is arbitrary 


and unreasonable. 
¥.U.R.1929A. 
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J. J. Kintner, complainant, is a resident of Westmont, a mu- 
nicipality adjoining the city of Johnstown. Prior to September 
21, 1926, he was a subscriber of the Johnstown Telephone Com- 
pany, respondent. 

It appears that complainant received from respondent a bill 
for telephone service to the total amount of $31.20, of which 
amount $19.30 was for long distance service and the balance for 
monthly local service rentals. A dispute arose concerning the 
propriety of some $13 of the $19.30 long distance charges, which 
dispute was terminated by respondent disconnecting tomplain- 
ant’s service for nonpayment. 

An employee of respondent telephoned complainant’s residence 
on each of the three days immediately prior to the disconnection 
of complainant’s service for the purpose of notifying complain- 
ant that his service would be discontinued if the delinquent bill 
remained unpaid. At the time of these calls complainant was 
not in his residence. No endeavor was made to communicate 
with complainant at his Johnstown office. 


Complainant’s daughter, dwelling in premises adjacent to that 
of complainant, then requested respondent to furnish telephone 
service to her. Respondent having ascertained that she was the 
substantial user of the long distance calls in dispute, refused to 
establish her service until she made an advance deposit of $40. 

Subsequently, complainant tendered respondent the unpaid 
portion of his bill in order that his service might be re-estab- 
lished, but respondent refused to again connect complainant to 
its system until he had first deposited an advance amount of $20 
with the company in order to assure prompt payment of future 
bills. 

Respondent based its practice on Provision No. 14 of the rules 
and regulations of its tariffs, which rule reads: 

“Where an applicant’s credit is not established, a deposit to 
cover his probable toll usage is required as security for payment 
of future bills for service. Interest at 6 per cent per annum is 
paid to subscribers for period deposit is retained.” 

Respondent’s general manager testified that the amount of 
an advance deposit is determined by considering the amount of 


both local rentals and long distance charges. 
P.U.R.1929A, 
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The Commission is convinced that respondent has administered 
this rule in an unreasonable manner and is also exceeding its 
plain language. With the same long distance charges of $19.30 
as a guide, which amount was substantially incurred by one 
person only—complainant’s daughter—respondent has deter- 
mined that complainant should deposit $20 in advance, and his 
daughter $40 in advance, in order that their services might be 
connected. 

The evidence is not persuasive that respondent, prior to its 
disconnection of complainant’s service, had exhausted all normal- 
ly available means of obtaining an adjustment of the differences 
between it and its patron. The character of the testimony bear- 
ing on respondent’s three calls to complainant’s residence makes 
it appear highly probable that respondent did not seriously con- 
template being able thereby to interview complainant personally. 
These calls appear as a perfunctory gesture, rather than as a 
bona fide attempt to obtain satisfaction of an outstanding bill. 
Under the circumstances of this particular case, before discon- 
necting complainant’s service, respondent should first have com- 
municated with complainant himself. Respondent’s attitude, as 
disclosed by a consideration of the facts of record, is not, in the 
opinion of the Commission, such as a public service company 
would normally exhibit in endeavoring in good faith to maintain 
friendly relations with its patrons. 

From the evidence presented, the Commission finds that the 
advance deposits requested by respondent are unreasonable. If 
either complainant or his daughter alone subscribe for service, 
respondent may reasonably require a deposit not exceeding $20. 
If both complainant and his daughter subscribe individually to 
separate telephones, respondent may reasonably require a deposit 
not exceeding $20 from each. 

Moreover, respondent, in determining the amount of its ad- 
vance deposits by considering the amount of both local and long 
distance charges, is not conforming to its rule as quoted above. 
An order will issue sustaining the complaint and directing re- 
spondent to discontinue any practices which exceed the provisions 
of its Rule No. 14, and to establish its services upon the terms 


above indicated. 
F.U.R.1929A. 
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ARIZONA CORPORATION COMMISSION, 


RE L. C. RICHARDSON et al. 
[Docket No. 3358-R-315, Decision No. 4655.] 
Service — Discontinuance — Telegraph — Mining camp. 

1. The probability of a revived activity in gold mining districts 
was held not sufficient to justify the granting of a petition for improved 
telegraph facilities, where actual conditions did not warrant the im- 
provement, p. 617. 

Service — Telegrams — Secrecy — Telephoned messages. 

2. The protection which the statutes throw about the telegraph 
business regarding the secrecy of messages was held not to be weakened 
by the fact that, in some instances, the business might be handled by an 
employee of an assisting telephone company, in view of the fact that 
the law places the seal of secrecy upon the telephone operators to the 
same extent as upon telegraph operators, p. 618. 

Service — Telegrams — Day letters. 

3. A period of less than three hours in the handling of a day 
letter from the time it was filed until its receipt was held not to be 
unreasonable in view of the reduced rates for such deferred service, 
p- 618. 

Service — Telegraph — Misspelling — Inexperienced employee. 

4. Errors occurring in the transmission of telegrams, explained by 
the necessary temporary service of an inexperienced employee, were 
held not to denote inadequate service where misspellings were not of a 
character to render words meaningless to the addressee, p. 618. 

Service — Commission powers — Abandonment — Operation at a loss. 

5. It is not within the power of the Commission to require the con- 

tinuation of service by a public utility at an actual loss, p. 618. 


[December 26, 1928.] 
Petition of a group of citizens for improved telegraph serv- 
ice; denied. 
Appearances: E. C. Vanderbilt and Kibbey, Bennett, Gust, 
Smith and Lyman for respondents. 


Betts, Commissioner: The complaint herein filed on June 
18, 1928 by L. C. Richardson and sixty-three other citizens of 
Oatman, alleged that the service being accorded the people of 
that community by the Western Union Telegraph Company was 
insufficient and unsatisfactory, and prayed for an order of the 
Commission requiring addifional and improved service. 

There were no appearances on behalf of complainants. 


Oatman is a small mining town located in the northwestern 
T.U.R.1929A. 
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portion of Mohave county. Its nearest railroad point is King- 
man, the county seat of that county. 

About 1915 there were several gold discoveries of considerable 
importance in the Oatman district, and the town grew rapidly 
until at its peak there were two or three thousand population. 
Responsive to the demands which followed industrial expansion 
and increased population, the Western Union Telegraph Com- 
pany established an exclusive office giving direct service to the 
outside world. 

[1] It is a matter of history that gold camps as a rule do not 
experience long lives. Oatman was not an exception to this rule. 
The two principal mines of the district began to exhaust their 
ore reserves several years ago and at the present time are almost 
inactive. Individuals and companies are carrying on develop- 
ment work and it is entirely possible, indeed probable, that other 
mines of great value will be opened and that the district may 
experience new life and renewed. activities. In the proceedings 
before us we must however, deal with present-day conditions. 

Although there was a decided slump in business in 1917 and 
1918, the company leased quarters and a special wire from the 
local telephone company and continued its Oatman service. 

The records show that in 1925 the revenue amounted to $242 
per month and the expenses $202 per month. In 1926, the rev- 
enues were $255 per month, and the expenses $183 per month. 
In 1927, the revenues were $242 per month and the expenses 
$211 per month. The average over these three years was $246 
per month revenue and $211 per month expenses, a ratio of 81 
per cent which did not include Oatman proportion of incidental 
and other items which it is alleged would, had they been included 
resulted in an actual deficit. By the end of this period the busi- 
ness had fallen off to such an extent that it did not require the 
services of an employee more than one-fourth of the time. It is 
obvious that the company could not continue operations on a 
basis which would involve actual loss. To prevent this condition 
ard at the same time to enable them to continue to afford service, 
arrangements were made with the local telephone company to 
have the manager of the latter company act as the joint agent 
of the two companies. This arrangement did not involve changes 
P.U.R.1929A. 
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in rates, hours, or classes of service and indeed there was no 
difference whatever except that the messages were thereafter to 
be handled by telephone between Kingman and Oatman. 

On December 5, 1927, the building occupied by the joint office 
of the telegraph and telephone company was destroyed by fire, 
resulting in the total loss of all of the respondent companies’ 
furniture, fixtures, equipment, and apparatus. The Western 
Union, as lessee, followed the telephone company to new quarters 
where the business was continued as before. 

[2] The gravaman of the complainant here seems to be that 
the handling of Western Union telegrams by telephone does not 
afford that measure of secrecy or accuracy to which the public is 
entitled. It is however, a matter of general information that 
telegrams are handled in this way in many of the large hotels of 
the cities and in some instances by cities of considerable size, for 
example, as was mentioned in the hearing, the city of Pasadena. 
The law places a seal of secrecy upon the telephone operator to 
the same extent and in the same manner as it does upon the 
telegraph operator, hence it does not appear that the protection 
which the statutes throw around the business is weakened by 
the fact that the business is handled by an employee of the tele- 
phone company, and we are of the opinion that experience will 
demonstrate that the complainants have not been prejudiced. 
Indeed the absence of appearances on behalf of complainants at 
the time that the hearing was called, indicates that this has al- 
ready been demonstrated. 

[3-5] It appears that the complaint herein was based almost 
wholly upon the handling of a telegram forwarded from Los 
Angeles on April 9, 1928, addressed to one of the complainants. 
This message was filed at Los Angeles as a day letter, at 12:55 
P. M., and was received at Oatman at 3:30 P. M. Since day 
letters are handled at rates considerably below those applicable 
to straight-day telegrams and are by the terms of the company’s 
tariffs specifically subjected to reasonable delays in transmission, 
it is not apparent that the time consumed in this transaction 
involved unreasonable and unjustifiable delay. An answer was 
requested which was not transmitted by the addressee until the 


following day, having been filed direct with the office at King- 
P.U.R.1929A. 
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man. It was asserted and admitted that error occurred in the 
transmission of a number of the words in the telegram. The 
addressee alleged that this was due in a large part, if not solely, 
to the fact, that the transmission was effected by means of a 
telephone line between Kingman and Oatman instead of by 
Morse. While not specifically denying this claim, the telegraph 
company explained that as an incident to the necessary change 
in their method of handling the business at Oatman, they had 
been compelled to use temporarily the services of an inexpe- 
rienced employee. The respondent however, in mitigation, as- 
serted that the errors in the misspelling of words were not of a 
character to render them meaningless to the addressee; that as a 
matter of fact, they involved mining terms and were, therefore, 
obviously understandable to the addressee and that no actual 
damage was sustained. 

Respondent’s records show that in 1927, the maximum num- 
ber of charge accounts had been diminished by 35 per cent 
through the closing of accounts, discontinuance of business, or 
departure from town. It further showed that of 63 names to 
the petition, 17 of them sent one message in thirty to ninety days; 
7 sent one message in three to six months, and 23 resorted to the 
use of telegrams only in case of dire emergency and that there 
were no such cases during the six months next preceding the 
hearing. The other signers to the petition were unknown. 

It is not within the power of this Commission or any other 
similar body to require the continuation of service by a public 
service corporation at an actual loss. The law provides and the 
courts have unanimously held that service of this character must 
produce a reasonable return upon the investment. On the show- 
ing here made we could not, if we were so disposed, base a find- 
ing which would be sustained by the courts requiring the respond- 
ent company to incur additional expenses in the conduct of its 
service at Oatman. We are, therefore, of the opinion and find 
that the complaint herein should be dismissed. As just stated, 
we anticipate that the service which the company is now giving 
has proved adequate and satisfactory. This belief is supported 
by the past record of the Western Union in promptly meeting 


all legitimate demands arising in this state. 
P.U.R.1929A. 
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CALIFORNIA RAILROAD COMMISSION. 


RE EAST BAY WATER COMPANY. 
[Decision No. 20503, Application No. 15099.] 


Consolidation, merger, and sale — Municipal acquisition. 

1. The Commission is not concerned with the manner in which a 
municipal utility district, taking over the public utility plant, will 
finance the purchase or record the transaction on its books, p. 622. 

Consolidation, merger, and sale — Commission jurisdiction — Pro- 
ceeds. 

2. The manner in which a utility authorized to sell its properties 
will distribute the moneys received to its creditors and stockholders, 
is a matter over which the Commission has no jurisdiction, p. 624. 


[November 19, 1928.] 


AppLicaTIon of a water utility to sell its properties to a munic- 
ipality; authority granted. 

Appearances: A. G. Tasheira, for East Bay Water Company ; 
T. P. Wittschen, for East Bay Municipal Utility District; Sid- 
ney M. Van Wyck, Jr. in propria persona, intervener; John P. 
Beale, in propria persona, intervener. 


By the Commission: The East Bay Water Company, herein- 
after sometimes called the Company, asks permission to sell all 
of its assets, maps, records, and properties, including cash, cur- 
rent assets, franchise, good will, and any and all real property 
with the improvements thereon, and any and all personal prop- 
erty, to the East Bay Municipal Utility District, hereinafter 
sometimes called the District. The sale is to be made pursuant 
to the terms of the agreement dated September 26, 1928, a copy 
of which is filed in this proceeding. 

The East Bay Water Company is a public utility now engaged 
in the business of supplying water for domestic and all other 
purposes to the cities and communities, and to the inhabitants 
thereof, on the east shore of San Francisco Bay and in the coun- 
ties of Alameda and Contra Costa, California. The purchaser, 
the East Bay Municipal Utility District, is a political corpora- 
tion organized and existing pursuant to an act of the legislature 
of the state of California. The district comprises within its 


limits the entire territory now served by East Bay Water Com- 
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pany, save for certain small localities outside the limits of said 
District now served by the East Bay Water Company. T. P. 
Wittschen, attorney for East Bay Municipal Utility District, 
takes the position that if the District acquires all the properties 
of East Bay Water Company it is not only legally but also by 
virtue of its contract with East Bay Water Company obligated to 
supply with water those consumers residing outside the district 


boundaries. 

The assets and liabilities of East Bay Water Company as of 
August 31, 1928, are reported as follows. [Schedule omitted. ] 

The Company reports outstanding 130,872 shares ($13,- 
087,200 par value) of stock. The outstanding stock consists of 
100,000 shares ($10,000,000 par value) of Class A preferred, 
29,872 shares ($2,987,200 par value) of Class B preferred and 
1000 shares ($1,000,000 par value) of common stock. The 
funded debt, as reported in the foregoing balance sheet, includes 
bonds deposited as collateral with the trustee under the Com- 
pany’s unifying and refunding mortgage. The bonds actually 
outstanding are reported at $20,797,700. 

The District has, under certain conditions,:agreed to pay the 
stockholders and to the liquidators of the Company the sum of 
$13,962,200 plus accrued unpaid dividends, at the rate of 6 per 
cent per annum on the Class A preferred stock and 6 per cent per 
annum on the Class B preferred stock from the last dividend 
date, September 30, 1928, to the date of the transfer of the assets. 
The District, in addition to the above payment, assumes the pay- 
ment of all the Company’s liabilities of whatsoever nature. The 
$13,962,200 shall be disbursed as follows: The Class A pre- 
ferred stockholders are to receive $100 per share plus current 
accrued dividends thereon at the rate of 6 per cent per annum 
from the last dividend date to date of payment; the Class B 
preferred stockholders are to receive $100 per share with unpaid 
current accrued dividends thereon at the rate of 6 per cent per 
annum from the last dividend date to date of payment; while the 
holders of common stock are to receive $500 per share. The 
balance of the $13,962,200 and said dividends shall be paid to the 
holders of Class B preferred stock in such amounts as the liquida- 
tors of the Company may determine. 

P.U.R.1929A. 
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Sidney M. Van Wyck, Jr., and John P. Beale, holders of com- 
mon stock, have filed petitions of intervention urging the Com- 
mission not to grant this application, for the alleged reasons 
among others, that the company was not getting an adequate con- 
sideration for its properties, and that it had not complied with 
the rules of procedure of the Commission in that it filed no 
detailed inventory of its properties nor the original cost or pres- 
ent value thereof. The Company in its petition asked that in- 
asmuch as it was asking permission to sell all of its properties to 
the district, it be permitted to deviate from the Commission’s 
Rules of Procedure in so far as they require the filing of a de- 
tailed description of the property to be sold, together with the 
original cost to the East Bay Water Company and the present 
value thereof. Section 51 of the Public Utilities Act provides 
that no public utility may sell its public utility properties with- 
out the consent of the Railroad Commission. In its Rules of 
Procedure (Ruie V) the Commission provides that when an ap- 
plication is made by a public utility for an order authorizing the 
sale, lease, assignment, mortgage or other disposition of the whole 
or any part of its property necessary or useful in the performance 
of its duties to the public, or any franchise or permit, or any 
right thereunder, or by any means whatsoever, direct or indirect, 
the merger or consolidation of its property, franchises, or per- 
mits, or any part thereof, with any other public utility: 

1. The petition must be made by all the parties to the proposed 
transaction, and, in addition to the requirements of Rule III, 
must show: 

(a) In detail the reasons upon the part of each applicant for 
entering into the proposed sale, lease, assignment, mortgage or 
other disposition of such property, franchise or permit and all 
the facts warranting the same and showing that it is for the bene- 
fit of the public service. 

(b) Detailed description of the property to be sold, leased, 
mortgaged or otherwise encumbered, together with the original 
cost to applicant and present value thereof. 

[1] In this instance the property is not being transferred to 


another public utility. We are not concerned with the man:er in 
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which the District will finance the purchase or record the trans- 
action on its books. Were we to hold that the above rule required 
the filing of the data referred to, a matter which we are not ready 
to concede, the only purpose served by insisting that the data be 
filed, would be to secure someone’s opinion as to the present value 
of the properties of East Bay Water Company. We feel that the 
record in this proceeding and the information in the files of the 
Commission, which it was stipulated might be considered in evi- 
dence, justifies us in reaching a conclusion in this matter without 
requiring the filing of the information to which reference has 
been made. 

The East Bay Water Company was organized pursuant to the 
authority granted in Decision No. 3211, dated March 30, 1916, 
9 Cal. R. C. R. 447, as amended. At three different times the 
Commission has been called upon to fix the rates charged by the 
Company. (Decision No. 5534, dated July 1, 1918, P.U.R. 
1918F, 187, Decision No. 6745, dated October 11, 1919; and 
Decision No. 10347, dated April 22, 1922.) By various deci- 
sions, other than Decision No. 3211, as amended, it authorized 
the issue of the outstanding stock and bonds of the Company. In 
Decision No. 14973, dated May 26, 1925, (anno.) P.U.R.1926D, 
45, it denied an application of East Bay Water Company to issue 
some $10,000,000 of securities to develop its Sacramento river 
project for the purpose of augmenting its water supply for the 
East Bay District. Quoting from Decision No. 14973: 

“The record in this case is not such as to enable the Commis- 
sion to make the finding that it is required to do by § 52 of the 
Public Utilities Act. On the contrary, we are confronted by evi- 
dence showing that another agency, the East Bay Municipal 
Utilities District, has been created and directed by the majority 
of voters of such district to bring in an additional water supply, 
and unequivocally asserts not only its willingness and desire, but 
also its ability to bring in a temporary supply of water pending 
the completion of the District’s Mokelumne project, if and when 
it shall appear that such temporary supply is necessary. It seems 
clear, therefore, that the responsibility for bringing in a tem- 


porary supply of water, pending the completion of the Mokelumne 
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river project, should rest upon the district, and that the evidence 
proves the willingness of the district to assume such responsibil- 
ity, as well as the desire of the peopde residing in the district to 
hold the district responsible for providing such supply. To 
authorize the issue of the bonds and stock, or notes, under the cir- 
cumstances disclosed by the record in this proceeding would, we 
feel, result in a duplication of facilities and of wasteful expendi- 
ture of money, both of which are contrary to public policy, and 
neither of which are in the public interest.” 

The Company has been filing annual and monthly reports with 
the Commission. 

The testimony shows that the price at which the Company asks 
authority to sell its properties was determined by negotiations 
extending over a long period of time. As is the case frequently 
in such negotiations the company originally asked more, and the 
District offered less than the price finally agreed upon. The 
president of the Company testified that under all the circum- 
stances surrounding the operations of the Company and its possi- 
ble future the proposed selling price was fair and equitable to the 
stockholders. It was suggested that the District should acquire 


the properties by condemnation proceedings, the thought being 
that a price so determined would be in excess of the agreed price. 
To indicate what such price might be is idle conjecture. In our 
opinion the District is paying and the Company is receiving a 
reasonable price for its properties. 


[2] While we are asked to authorize the transfer of the prop- 
erties of the Company pursuant to the terms of a certain agree- 
ment, it is not necessary for us to approve the agreement in all its 
particulars. We find that the price agreed upon between the par- 
ties is reasonable, and having so found, the manner in which the 
Company, if it sells its properties for said price, will distribute 
the same to its creditors and stockholders, is a matter over which 
we have no jurisdiction. Our jurisdiction extends only to the 
sale of the properties of the Company and that will be author- 


ized by the following order: [Order omitted. ] 
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